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ANNUAL INFORMATION FORM 


December 6, 1994 


INCORPORATION AND 
ORGANIZATION 

Royal Bank of Canada is a Schedule I 
bank under the Bank Act, and the Act is its 
charter. 

The head office is located at Royal 
Bank of Canada Building, 1 Place Ville 
Marie, Montreal, Quebec, Canada. 


BUSINESS AND PROPERTY 

Royal Bank of Canada and its sub- 
sidiaries (the “bank”) is Canada’s largest 
financial services institution in terms of 
assets, stock market capitalization and 
market share of loans, mortgages and 
deposits. Internationally, the bank ranks 
among the 50 largest banks in the world in 
terms of assets and serves selected markets 
in the United States, Europe, Asia, Latin 
America and the Caribbean. 

The bank, including its subsidiaries 
such as RBC Dominion Securities, Royal 
Trust and Voyageur Insurance Company, 
provides a diverse array of financial prod- 
ucts and services to individuals, business- 


es, governments and financial institutions. 


DOMESTIC OPERATIONS 

In Canada, the bank provides a full 
range of banking products and services to 
more than 9.5 million consumer clients 
and 350,000 business clients. These ser- 
vices are delivered via one of the largest 
banking networks in the world which 
includes nearly 1,600 branches and other 
units and over 3,900 automated banking 
machines. In addition, the Royal Direct 
telephone banking service is due for 
nation-wide rollout in 1995. Following is 
a brief discussion of the products and ser- 
vices the bank offers to its individual as 
well as to its business, government and 
financial institution clients. 


PRODUCTS AND SERVICES FOR 
INDIVIDUALS 

The bank offers a broad range of 
products and services designed to meet 
the needs of individual consumers. The 
local branch is the anchor of the retail 
delivery system but self-service banking 
through automated banking machines 
now represents 70% of all routine con- 


sumer transactions. 
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e Deposit services 


Deposit services include savings 
accounts and chequing accounts which 
can be accessed through the bank’s exten- 
sive network of cash counters and auto- 
mated banking machines, as well as 


term deposits. 


e Mutual funds 

Individual clients also have access to 
an extensive array of no-load mutual 
funds, comprising 12 RoyFunds and 
20 Royal Trust funds. These funds range 
from money market and T-bill funds to 
specialized international equity funds. 


© Credit products 

On the credit side, products include 
residential mortgages, consumer instalment 
and other personal loans. Increasingly, 
some personal loans are available through 
delivery channels other than the branch 
and banking machine network. For in- 
stance, in 1994, close to one-third of all 
new mortgages was generated by a com- 
missioned sales force of 183 mortgage 
representatives, while the bank made more 
than one-quarter of car loans directly 
through car dealers. 

Card services include the Royal Bank 
Visa Classic and Visa Gold credit cards, 
Royal Trust Canadian Plus Visa card and 
Royal Trust Visa Gold card, as well as the 
debit card. In 1994, 4.7 million clients 
were carrying credit cards of Royal Bank 
and Royal Trust, while approximately 
20,000 merchants were members of the 
bank’s debit card program. 

The bank enjoys the largest market 
share of Government Guaranteed Student 
Loans among all financial institutions. 
Delivery of the program is through all 
branches across Canada. 


¢ Brokerage services 

Full service brokerage activities are 
provided by 73%-owned RBC Dominion 
Securities, which has 158 sales offices 
across Canada and a team of nearly 900 
investment advisors in Canada. Discount 
brokerage services are delivered through a 
separate discount brokerage operation, 
Action Direct. 


e Insurance products 

Insurance products comprise creditor 
life and disability insurance associated 
with mortgage and personal loans as well 
as medical and travel-related insurance for 
Canadians travelling abroad. These prod- 
ucts are available through the bank’s 
branch network and, in the case of the 
medical and travel insurance products, 
also through approximately 3,400 travel 
agencies across Canada which distribute 
the products of the bank-owned Voyageur 
Insurance Company. 


¢ Wealth management, 

custody and transfer 
Clients of the bank are also offered 
investment management, securities cus- 
tody, trust and estate planning services 
through 100 Royal Trust branches in 
Canada. The bank has approximately 
$11.5 billion of personal assets under 


management. 


PRODUCTS AND SERVICES 
FOR BUSINESSES, GOVERNMENTS AND 
FINANCIAL INSTITUTIONS 

The bank provides financial services 
to small and mid-sized businesses, corpo- 
rations, governments and other financial 


institutions. 


¢ Loans, deposits and electronic 

banking services 

Included in these services are lending, 
syndication and asset sale capabilities, 
deposit account instruments, and informa- 
tion and operating products which include 
electronic banking, payroll processing and 
pre-authorized payments. 

Cash management services enable 
clients to obtain account balance and 
transaction information, to transfer funds 
between accounts, to initiate payments on 
a worldwide basis and to receive current 
money market and foreign exchange rate 
information. 

Clients also have access to corporate 
finance services, a financial program for 
both franchisors and franchisees, move- 
able equipment lease financing and 


venture capital financing. 


¢ Treasury products 

The bank provides its business, gov- 
ernment and financial institution clients 
with rate risk management, foreign 
exchange, money market and precious 
metal products to allow customers to meet 
their needs for liquidity, foreign exchange 
and interest rate protection. These prod- 
ucts are delivered through a network of 
five treasury units in Canada, major 
trading rooms located in Toronto, London 
and Singapore, and additional delivery 
units located in New York and Tokyo as 
well as other centres. 


¢ Investment banking services 

Corporations, governments and insti- 
tutional clients are offered a full range of 
fixed income, equity, investment banking 
and advisory services through RBC 


Dominion Securities. 


¢ Investment management 
and custody services 

Institutional clients are also provided 
investment and asset management and 
securities custody services, primarily 
through Royal Trust. Institutional assets 
under management total approximately 
$15 billion, while institutional securities 
under custody amount to $275 billion. 


INTERNATIONAL OPERATIONS 

Outside Canada, the bank delivers 
corporate banking, correspondent bank- 
ing, treasury, investment banking and 
private banking services through 97 busi- 
ness units in 32 countries. It also maintains 
correspondent relationships with 3,500 of 
the world’s leading banks in 180 countries. 
In addition, the bank operates a well- 
established consumer banking franchise in 
the Caribbean. 

United States operations include a 
branch in New York, an agency in Miami 
and representative offices in Chicago and 
Los Angeles. Investment banking is con- 
ducted by RBC Dominion Securities in 
New York. 

In Latin America, the bank maintains 
a representative office in Argentina, Brazil, 
Venezuela and Mexico. These offices, with 
the exception of Mexico, also serve private 


banking clients. In addition, the bank has 
a private banking centre in Uruguay. In the 
Caribbean, the bank has an extensive 
network of retail branches focusing on 
consumer banking, including private 
banking services. 

The bank’s operations in Europe and 
Asia are headquartered in London and 
Singapore respectively. Investment bank- 
ing services are provided by branches 
of RBC Dominion Securities in London 
and Tokyo. 

The bank’s 


includes branches in London and Madrid 


European network 


and subsidiaries in London, Paris, 
Frankfurt, Geneva, Vienna, Amsterdam, 
Guernsey, Jersey and the Isle of Man. The 
bank also has a branch in Dubai. 

In Asia, there are branches in Tokyo, 
Hong Kong, Singapore, Seoul, Taipei, 
Kaohsiung and Shanghai; subsidiaries in 
Hong Kong and Singapore; and represen- 
tative offices in Beijing and Sydney. 

Services to exporters and importers 
are available through the bank’s six inter- 
national trade centres located in major 
cities across Canada, while offshore trade 
services are delivered through internation- 
al banking offices, agencies and branches 


around the world. 


PROPERTY 

At October 31, 1994, the bank owned 
premises occupied by 541 branches and 
offices and leased premises occupied by 
1,034 branches and offices. The bank also 
owns eight central processing centres 
across Canada and major office complexes 
in Toronto and Ottawa. At October 31, 
1994, the net book value of land and 
buildings worldwide totalled $955 million 
or .6% of total assets. 


GENERAL DEVELOPMENT OF 
THE BUSINESS 

Financial sector reform in 1987 gave 
banks the right to own investment dealer 
subsidiaries and began a process of consol- 
idation in the Canadian financial services 
industry. This process continued in 1992 
when further legislation permitted banks 


to acquire trust and insurance companies. 


Royal Bank quickly seized the oppor- 
tunity to enter these new businesses and to 
offer a wider range of services to its large 
base of individual and business clients. In 
1988, the bank gained entry into the 
investment banking and _ full-service 
brokerage business through the acquisi- 
tion of Canada’s largest brokerage firm, 
Dominion Securities. RBC Dominion 
Securities strengthened its base in Western 
Canada and Quebec through the acquisi- 
tion of Pemberton Securities in 1989 and 
the purchase of McNeil Mantha Inc. 
in L991 

Inearly fiscal 1993, the bank acquired 
Limited, 
Canada’s largest supplier of travel insur- 


Voyageur Travel Insurance 
ance to the retail insurance market. Later 
in 1993, the bank purchased the principal 
Canadian operating subsidiaries and 
certain international units of Royal 
Trustco Limited. This latter acquisition 
significantly increased the bank’s capabili- 
ties in institutional trust and securities 
custody, investment management and 
mutual funds, while also allowing the 
bank to enter the personal trust business. 

As a result, in a short number of 
years, through legislation and acquisition, 
the bank transformed itself from Canada’s 
largest lending and deposit-taking institu- 
tion into a provider of integrated financial 
services. The changes have had a profound 
effect on the bank’s assets under adminis- 
tration and management, and its revenue 
streams. 

For example, at year-end 1994, insti- 
tutional and personal assets under admin- 
istration in the securities custody business 
totalled $333 billion, up significantly from 
five years ago. In its investment manage- 
ment activities, the bank’s assets under 
management, excluding mutual fund 
assets, amounted to $26 billion this year, 
compared to $3 billion in 1989. Mutual 
fund assets rose from $1.2 billion in 1989 
to $12.9 billion in 1994, making Royal 
Bank the second largest mutual fund 
provider in Canada. In the same period, 
the bank’s market share of mutual funds in 
Canada grew from 3% to 10%. 
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Accordingly, investment management 
and custodial fees more than quadrupled 
between the end of 1989 and 1994, while 
mutual fund fees grew thirteen-fold in that 
period — to approximately $250 million 
and $200 million respectively. Capital 
market fees, generated largely by RBC 
Dominion Securities, doubled in that time. 
Revenues from insurance-related products 
have more than tripled since 1989. Given 
the increasing contribution of non-inter- 
mediary businesses, other income has 
grown to represent a much higher propor- 
tion of the bank’s revenue. In 1994, 36% 
of the bank’s revenue was derived from 
other income, versus 29% in 1989. 

Through rapid development of its 
banking machine network, strategic 
realignment of its branch network and 
focused marketing efforts, the bank has 
grown its consumer lending and deposit 
business rapidly in the past five years. The 
number of banking machines has risen 
approximately 70% since 1989. In that 
time, consumer deposits have increased to 
63% of total deposits from 60%. In 1994, 
the bank had the highest ratio of consumer 
deposits to total deposits of the six large 
Canadian banks. 

Also in the last five years, residential 
mortgages have risen to 38% of total loans 
from 27%. This trend, which has been 
accentuated by the acquisition of Royal 
Trust, is favourable due to the low level of 
losses historically experienced on these 
loans and because the bank views home 
mortgages as its most important product 
in building a long-term relationship with a 
personal client. Total consumer loans have 
increased to 55% of total loans from 46% 
in 1989. 

The bank’s market share among all 
financial institutions in Canada is approxi- 
mately 15% for residential mortgages, 
17% for consumer deposits and 17% for 


consumer loans. The acquisition of Royal 
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Trust has contributed to an increase in the 
bank’s market share. Internationally, while 
the bank has exited most retail banking 
markets, except in the Caribbean, and 
reduced its net exposure to less developed 
countries, there has been steady growth in 
the bank’s corporate, correspondent bank- 
ing and treasury services. 

In the past five years, business loans 
have risen at a much slower rate than con- 
sumer loans. This is the result of a number 
of factors, including tighter underwriting 
standards, a concerted effort to lower 
exposures to industries such as commer- 
cial real estate, and an increased strategic 
emphasis on fee-based businesses. As well, 
an economic recession in Canada in 1990- 
1991 and the accessing of capital markets 
directly by corporate clients has dampened 
loan demand. 

The provision for credit losses, which 
rose dramatically in 1992 and 1993, fell in 
1994. Excluding the LDC portfolio, losses 
averaged about .5% of loans and accep- 
tances between 1989 and 1991, 2.0% 
in 1992 and 1993, but dropped to .7% in 
1994. The above-mentioned recession in 
Canada led to a weakening in domestic 
commercial real estate markets and con- 
tributed to a sharp deterioration in the 
bank’s commercial real estate portfolio in 
1992 and 1993. In 1994, the bank’s expo- 
sure, problem loans and provision for 
credit losses in this industry declined 
significantly. 

Brady-type restructuring plans for the 
major LDC countries were implemented 
between 1990 and 1994. Following a 
credit loss provision of $1.1 billion on its 
LDC portfolio in 1989, the bank made 
cumulative reversals of $650 million be- 
tween 1991 and 1993, reflecting improve- 
ments in recent years in the economies of 
several Latin American countries. 

Total capital funds have risen from 
$7.9 billion at the end of 1989 to $12.1 


billion in 1994, with $3.1 billion of the 
increase raised externally and $1.1 billion 
generated internally. The bank’s regula- 
tory Tier 1 and Total Capital ratios have 
risen from 4.8% and 7.2% in 1989 to 
6.4% and 9.6% in 1994. The trend among 
North American banks towards higher 
levels of capital is largely in response to 


investor expectations. 


COMPETITION 

The bank operates in an intensely 
competitive environment, both in Canada 
and abroad. In light of financial sector 
reform, the breadth of the bank’s competi- 
tion has increased to encompass not just 
banks, but also trust companies, securities 
brokers, insurance companies, mutual 
fund providers and investment manage- 
ment firms. In areas such as mutual funds, 
investment banking and electronic bank- 
ing, some U.S. players have recently 
become more active in Canada, leading to 
heightened competition in the domestic 
market. 

The bank competes with the above- 
mentioned institutions primarily with 
respect to products, pricing, geographic 
markets served, distribution channels 
employed and quality of services delivered 
to clients. Market share, profitability mea- 
sures and client satisfaction are the major 
yardsticks used to measure the bank’s per- 
formance against the competition. The 
bank ranks first or second in market share 
in almost every type of financial service 
provided in Canada, except insurance. 

Outside Canada, the bank competes 
with major international commercial, 
investment and correspondent banks, pri- 
marily in the provision of corporate 
banking, correspondent banking, treasury, 
investment banking and private banking 


services. 


OTHER ANNUAL INFORMATION 
FORM MATTERS 

Additional items comprising the 
bank’s Annual Information Form are dis- 
closed in portions of this Financial Review, 
in portions of the bank’s Annual Report, 
Part One (“Business Review”) and in the 
Notice of the Annual Meeting of Common 
Shareholders and Management Proxy 
Circular dated December 6, 1994 (“Proxy 
Circular”). These items are incorporated 
by reference as set out in the table below. 

Summary financial information for 
the last five fiscal years with respect to 
income, assets, liabilities and share capital 
is contained in the “10-Year Financial 


Item 


BIR AN SUDSIGIALICS «.. <c52—..05c-cteccceeseiccvesseeeee 
EN OME ACCEM AOA IS 4.0.0 500s a5desaavosSesencdavedesrdeees 


BU CLAM 1G Seto of HAG oane wt Se gosedeohacesoeeensnnne 
millowance tor credit lOSses ...2<.01:sccrs0-26.80300-- 
By mea SC ELOPELALONIS sisirtu les eet a; Attiebas es eesees 
_STVSU AT Se. ac aR ee er ee 
OAT (2 TAi0Ca (606 CO eee 
Selected consolidated financial information 
BCT CRD OHCY 68 Mita soe: sdsadsecs<sshassosectoees 
Management’s discussion and analysis.......... 
Market for securities of the bank.................. 


Pee e cece er sesccccscesccceeseees 


Cece ce receccreccseeseccsesesees 


Peco cere cc ccccseccsscseeeceeees 


Poo e cree everesecssseseseeesseee 


Pee eeeeeecccceecesceseceseseees 


Cece cece ee escccccreesccsceseees 


Pee e cere cccccceceseseesccecsces 


Pee e cece ccccccccceesesceseseses 


Pee e cers cree crcresererescescceeee 


Cece cree er cccsereseseecceeseees 


Pee e eee ecccccccscesccccccrceces 


Cece cers er crrcresecscccceceseee 


ee 


Pee e eee eerccrseessseseececesees 


Statements” appearing on pages 52-54. 
Additional financial information is pro- 
vided in the comparative financial state- 
ments contained in the Financial Review. 
Additional information supplement- 
ing the Annual Information Form, includ- 
ing directors’ and officers’ remuneration 
and indebtedness, principal holders of 
securities, options to purchase securities, 
and interests of insiders in material trans- 
actions is contained in the Proxy Circular. 
The bank will provide to any person, 
upon request to the Manager of Investor 
and Shareholder Relations at the bank’s 
corporate headquarters, a copy of this 


Annual Information Form and any docu- 


Reference 


Page 56 

Pages 23-25 
Page 25 

Page 22 

Note 5, page 43 


Page 14 
Note 11, page 47 


Page 8 
Pages 6-35 
Page 60 


ments incorporated by reference; a copy of 
the comparative financial statements for 
the year ended October 31, 1994 together 
with the accompanying report of the 
auditors; a copy of any interim financial 
statements subsequent to the financial 
statements for the year ended October 31, 
1994; and a copy of any other documents 
incorporated by reference in a preliminary 
short form prospectus or short form 
prospectus if securities of the bank are in 
the course of a distribution. 


Table 15, page 24; Table 17, page 26; page 43 


Pages 50-54; Business Review, page 2 


Proxy Circular — “Election of Directors”, pages 3-7 
Business Review, pages 25-31 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF 


FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


INTRODUCTION 

This part of the Annual Report presents 
a discussion and comparison of Royal 
Bank of Canada’s financial performance 
for the fiscal years ended October 31, 
1994, 1993, and 1992 and provides a 
general indication of the bank’s expecta- 
tions of future results. 

Also included is a review of the bank’s 
activities to manage credit, liquidity, inter- 
est rate, foreign exchange and other risks 
relating to both its balance sheet and off- 
balance sheet activities. 

The bank segments its results by 
domestic and international operations. 
Domestic operations include all business 
transacted in Canada, excluding the 
Canadian-based activities of the bank’s 
international money market units. Inter- 
national operations include all business 
transacted outside of Canada, as well as the 
above-mentioned money market activities. 

Revenue and expense numbers for 
Royal Trust, referred to throughout this 
discussion, relate to the operations of 
Royal Trust that were acquired by the 
bank on September 1, 1993. In 1994, thir- 
teen months of results for Royal Trust 
were included, for the period October 1, 
1993 to October 31, 1994, while in 1993, 
one month of Royal Trust’s numbers was 
included in the consolidated total. 

To assist readers, a glossary of finan- 
cial terms is provided on pages 57-59. 


CANADA'S ECONOMIC 
PERFORMANCE 

Business conditions in Canada im- 
proved significantly in 1994. Led by exports 
and business investment, the economy 
expanded at a healthy rate with very little 
inflation and reduced government spending. 
Employment increased at a robust pace, 
particularly in the spring and summer, and 
the unemployment rate declined to 10.0% 
in October, below the 11.3% level a year 
ago and the lowest since January 1991. 
However, household debt levels remained 
high. This, combined with intense price 
competition among financial institutions, 
resulted in lower growth this year in the 
bank’s residential mortgage and other con- 
sumer loan portfolios than in 1993. 

For 1995, we expect economic growth 
to continue to be led by business invest- 


6 Roya BANK OF CANADA 


ment and exports. A lower Canadian 
dollar, the restructuring of Canada’s manu- 
facturing sector and the resulting improve- 
ment in labour productivity have laid 
the foundation for solid, export-oriented 
growth. This has positive implications for 
the creditworthiness of the bank’s clients in 
export-oriented industries. 

Consumer spending is expected to 
show steady growth next year, albeit some- 
what below the rate for the overall 
economy. A still relatively high level of 
consumer debt will continue to have a 
restraining influence on consumer spend- 
ing in 1995 as the key priority for con- 
sumers next year will be debt reduction. 
This is expected to lead to only a modest 
pick-up in growth in residential mortgages 
and other consumer loans in 1995. 

The positive economic outlook should 
be favourable for the bank’s various busi- 
nesses. However, there are some downside 
risks to the forecast. The most important 
of these risks is the possibility of higher 
and more volatile interest rates, arising 
from a combination of inflationary pres- 
sures in the United States and fiscal and 
political uncertainties in Canada. Should 
this occur, growth in loans and assets 
under management could be lower in 1995 
than anticipated. 


FINANCIAL GOALS AND 
PERFORMANCE 

Net income in 1994 was $1,169 mil- 
lion, compared to $300 million in 1993 
and $107 million in 1992. Earnings per 
common share were $3.19 this year versus 
$0.46 in 1993 and a net loss of $0.05 in 
1992. Progress in achieving the bank’s four 
strategic priorities — improving credit 
quality, controlling costs, integrating Royal 
Trust and growing revenues — allowed the 
bank to return to a level of profitability 
similar to that achieved in 1991. 
behind the 


improved earnings was a $930 million, or 


A significant factor 
more than 50%, reduction in the provision 
for credit losses and a sharp reduction in 
net non-accrual loans from the 1993 levels. 
A full discussion of loan losses and non- 
accrual loans is provided on pages 23-27. 
The absence of restructuring charges, 
which had been taken in each of the two 


previous years to streamline the service 


delivery network and integrate Royal 
Trust, also had a beneficial impact on this 
year’s results. Non-interest expenses are 
discussed in detail on pages 13-15. 

In its first full year as part of the bank, 
Royal Trust made a significant contribution 
to other income, largely due to fees from 
mutual fund and investment management 
and custodial activities. Even excluding the 
acquired operations of Royal Trust, the rate 
of growth in other income increased to 
10% in 1994 from 7% in 1993, leading to 
a favourable impact on earnings. 

The bank’s 73%-owned investment 
RBC Dominion 
Securities, had another record year in 
1994, earning $133 million. This perfor- 
mance compared to the previous record 
income of $100 million in 1993 and 
$73 million in 1992. It is unlikely that this 
year’s performance will be repeated in 
1995: 

The improved results in 1994 enabled 


banking subsidiary, 


the bank to achieve its medium-term 
(3-5 year) performance goal for return on 
common shareholders’ equity and to make 
significant progress against many others. 
These goals, which are shown in Table 1, 
are set using various criteria including 
expected economic and market conditions, 
investors’ perceptions of Royal Bank’s risk 
profile, rates of return earned in financial 
services and other industries, the bank’s 
own previous financial performance and 
anticipated changes in the bank’s business 


mix. 


RETURN ON COMMON 
SHAREHOLDERS’ EQUITY (ROE) 

The bank’s objective in determining its 
ROE goal is to provide a return to its 
shareholders that exceeds long-term “risk- 
free” rates, as represented by 10-year 
Government of Canada bond yields, by an 
amount greater than that offered by 
similar equity investments. As a result of 
rising bond yields, the ROE goal was 
raised to 16% at the end of 1994 from 
15% a year earlier. 

In 1994, the bank’s ROE was 16.8%, 
80 basis points above the revised goal of 
16% and 880 basis points greater than the 
average long-term “risk-free” rate in fiscal 
1994. 


FINANCIAL GOALS AND PERFORMANCE 


Medium-term 


goals 1994 
Profitability (1) 
Net interest income — taxable equivalent basis (2)..... 3.00% 2.83% 
Provision tor credit losses’ (2) ccs Ghcssicccsescs ld ccesls (.40) (.49) 
NRCLE NS OLAV O8 Inari re Hee ee a Re 6S 1.62 
ING TPRUCTESE CX PCUUSES (9) S:c.0tssocsastenssveldcctevcsdtessesets (2270) (2.81) 
Income taxes and non-controlling interest (2)........... (.65) (.45) 
RNG REPMUIBOLNTAGSELS (21) 5e5sk sto e sess cece cecnetcadbeesieedovsccderecnaes 90% 70% 
Return on common shareholders’ equity ..............0644 16.0% 16.8% 
[P07 LLG ALS Fe (22 nee he ces eee a ee 58.0% 63.2% 
PO ACCA VOUL CATION) ca..c.sseecciso03éendecsescssonsesene se 30-33% 36.4% 
Capital adequacy (6) 
DOME CUILY LOLASSETS :.ecnciccssesevaeedsegsssesongeosstseenon 5.0% Solve 
Common equity to risk-adjusted assets...........:0:006 6.0% 5.3% 
TiGe 1 SES GR 22 (a0: cele eee ee 7.0% 6.4% 
Bere Nee ByEE AGE ALI Oe sence neces facdessacocecodonsseicuscdivedonseiss 10.0% 9.6% 


Performance 

1995 1997 1991 1990 
313% 3.05% 3.09% 3.03% 

(1223) (Aes) (.47) (35) 

1.47 1.43 ihe) 136 

(3.10) (2.88) (277) (2e7a) 

(.06) (.01) (.44) (.54) 
e2de 08% .76% WEE 
2.4% (.3)% 1525 Yo 17.5% 
61.2% 62.1% 62.4% 61.8% 
- - 40.0% 38.8% 
3.4% 4.3% 4.6% 4.2% 
4.9% 5296 5.4% 4.6% 
5.9% 5.9% 6.1% 5.0% 
9.3% Goo 9.4% 7.4% 


(1) For the year ended October 31. 
(2) As a percentage of average assets. 


(3) As a percentage of average assets. Excluding restructuring costs recorded in 1993 and 1992 of $410 million and $130 million respec- 


tively, this ratio was 2.81% in 1993 and 2.78% in 1992. 


(4) Non-interest expenses as a percentage of gross revenue (taxable equivalent net interest income and other income), excluding restruc- 


turing costs recorded in 1992 and 1993. 
(5) The ratios for 1992 and 1993 are not meaningful. 


(6) As at October 31. 


RETURN ON ASSETS (ROA) 

At the end of 1994, the bank 
increased its ROA goal from .85% to 
.90%. The increase coincided with changes 
to some of the key performance goals 
which contribute to ROA and which are 
discussed later in this section. 

The bank recorded a return on assets 
of .70% in 1994, the best since 1991. The 
bank’s objective within the next 3-5 years 
is to bridge the 20 basis point gap between 
this year’s performance and its goal 
through revenue enhancement and produc- 


tivity improvement. 


OTHER PROFITABILITY MEASURES 

Net Interest Income: The medium- 
term goal for the net interest margin 
remained unchanged at 3.00% in 1994. 

The net interest margin recorded in 
1994 narrowed to 2.83% from 3.13% in 
1993 and 3.05% in 1992. This decline 
resulted from lower securities gains and 
reduced income from LDCs and Mexico, 
and from the inclusion of Royal Trust, 
whose margins have tended to be lower 
than the rest of the bank’s. 


Provision For Credit Losses: The goal 
for the provision for credit losses of .50% 
of average loans and acceptances (which is 
equivalent to about .40% of average 
assets) also remained unchanged this year. 

At .67% of average loans and accep- 
tances and .49% of average assets, the 
bank’s provision for credit losses declined 
significantly from 1993 and 1992 and 
approached the level realized in 1991. The 
bank is striving to attain these goals at the 
shorter end of the 3-5 year horizon for 
which these goals have been set. 

Other Income: The other income goal 
was increased at the end of this year to 
1.65% of average assets from the previous 
target of 1.55%, consistent with the bank’s 
intention to expand its fee-based revenues. 

Royal Trust’s results, combined with 
record capital market fees generated by 
RBC Dominion Securities, enabled the bank 
to achieve a level of 1.62% this year, up 
from 1.47% in 1993 and 1.43% in 1992. 

Productivity: For the second succes- 
sive year the bank changed its productivity 
ratio target, this time from 59% to 58%, 


in line with its strategic priority to be a low 
cost producer. 

To achieve this goal, revenues will 
need to continue to rise faster than costs. 
The bank has extensive retail operations, 
growing global securities services and 
expanding investment banking and broker- 
age activities which, by their nature, have 
high expense-to-revenue ratios despite the 
ability of these businesses to generate prof- 
itable returns. This poses a significant chal- 
lenge from the standpoint of productivity 
management that institutions with a 
different business mix may not face. 

The bank’s productivity ratio was 
63.2% in 1994. Excluding Royal Trust, 
RBC Dominion Securities and restructur- 
ing costs, the productivity ratio was 58.8% 
compared to 59.6% in 1993. One of man- 
agement’s important objectives in the next 
few years will be to achieve the aggressive 
58% target for the overall bank. 
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CAPITAL ADEQUACY 

Given the changing expectations of 
stakeholders, which is reflected in rising 
levels of capital among North American 
banks, the bank increased its Tier 1 capital 
goal at year end to 7.0% from 6.5% while 
maintaining its goals for Total capital and 
for common equity to assets at 10.0% and 
5.0% respectively. A new goal of 6.0% for 
common equity to risk-adjusted assets was 
introduced this year. 

At year-end 1994, common equity to 
assets was 3.7% while common equity to 
risk-adjusted assets was 5.3%. The Tier 1 
and Total capital ratios were 6.4% and 
9.6% respectively, not far from their 
respective goals and up from 5.9% and 

3% respectively in 1993 and from 5.9% 
and 9.2 7.in 1992, Whe bank expects to 
achieve these goals through internal capital 


generation. 


RETURN TO COMMON 
SHAREHOLDERS 

One of the bank’s overriding objec- 
tives is to provide a superior rate of return 
to its shareholders. This return can come in 
the form of capital gains and in the form of 
dividend income. 

The bank ended fiscal 1994 with a 
common share price of $28.38, up 4.1% 
from $27.25 on October 31, 1993. Early in 
the year, the common shares hit a record 
high of $31.88 but retreated later in the 
year, together with the rest of the banking 
sector, due to factors such as higher interest 
rates, a weak bond market and concerns 
about Canada’s political and fiscal outlook. 

Dividends per common share of 
$1.16, when divided by the average of the 
high ($31.88) and the low ($25.13) share 
price in 1994, led to a dividend yield of 
4.1% this year. The total return to com- 
mon shareholders, consisting of the share 
price appreciation and the dividend yield, 
was 8.2% in 1994. Although down from 
17.5% in 1993, this was the highest return 


among Canada’s six major chartered 


banks. 
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As shown in the chart below, a $100 
investment in Royal Bank’s common 
shares at the end of 1989 would be worth 
$149 at October 31, 1994, assuming the 
quarterly reinvestment of dividends into 
additional shares. This represents a higher 
return than that generated from a similar 
investment in the TSE 300 index, the TSE 
financial services index and the TSE bank 


index. 


Five-Year Total Return 


on $100 Investment 
Compound annual growth rate 


@ Royal Bank 

@ TSE Bank Index 

@ TSE Financial Services Index 
@ TSE 300 Index 


8.3% 


8.0% 
6.0% 


$150 
$125 5.2% 
$100 

$75 


$50 
89 90 91 92 93 94 


Based on a book value per common 
share of $20.13 at October 31, 1994, the 
market price of the bank’s common shares 
amounted to 141% of book value at year 
end, the highest in the Canadian banking 
sector. 

In 1994, the bank paid out common 
share dividends of $1.16 per share, 
unchanged from 1993. Total common 
share dividends this year amounted to 
36% of the bank’s earnings available to 
common shareholders. The bank has a div- 
idend payout ratio goal of 30-33%, to be 
achieved over the next few years through 
higher earnings. 


DISCUSSION OF EARNINGS 
DOMESTIC OPERATIONS 

As shown in Table 2 on page 9, net 
income from domestic operations was 
$718 million in 1994, following losses of 
$255 million in 1993 and $288 million in 
1992. The most significant reason for this 
improvement was a reduction in the 
domestic provision for credit losses of 


$1.1 billion or 57% this year following a 
1776 decline in 1993: 


Domestic Provision for 


Credit Losses 
Change Over Previous Year 
($ millions) 


1,541 


Domestic earnings also benefited from 
strong growth in other income. Domestic 
other income, excluding Royal Trust, was 
up 11% compared to 6% in 1993 and 
12% in 1992 due to strong revenues from 
capital market, mutual fund, investment 
management and card activities. 

Tighter cost control also contributed 
to stronger domestic earnings. For 
example, domestic non-interest expenses, 
excluding Royal Trust, RBC Dominion 
Securities and restructuring costs in prior 
years, declined by 1% in 1994 after rising 
Sor 1993 sandy Yom in el 992 eR ae 
Dominion Securities’ compensation ex- 
penses, which distort year-over-year com- 
parisons, are discussed on page 14.) 


HIGHLIGHTS OF DOMESTIC AND INTERNATIONAL EARNINGS 


For the year ended October 31 


(As a percentage of average assets, taxable equivalent basis) 


Domestic 


Mem ET estne XPENISCS at caer st ect ct here cucetacsheeseseseseessecsoceeees 
JOE DE CESSES 5b. arte a ty ip a A RE ee 


Return on assets 


Net income (loss) ($ millions) 
Average assets ($ millions) 


International 


Bem CEC O CISC Sasso eo cc ccnaeecdeee ce seeaseiobsnnecernsendiedees 
RECEP DAES i adete ik O ecco SOON Eee cee 


Return on assets 


Net income ($ millions) 
Average assets ($ millions) 


Total bank 

Net income ($ millions) 
Average assets ($ millions) 
Return on assets 


Domestic assets averaged $122.2 
billion in 1994, excluding Royal Trust. 
These were up 9% from 1993, following a 
3% increase last year, due to higher liquid- 
ity and total consumer loans. 

Domestic return on assets of .54% in 
1994 approached the level reached in 1991 
but fell short of the .73% attained in 1990. 

The bank will strive to further 
improve the performance of its domestic 
operations through lower credit losses and 
net non-accrual loans, as well as through 
improved productivity. 


CO eee ereerescrccccecseseces 


See cc cece ccc cccseseesescces 


1994 1993 1992 L971 1990 
2.97% S229 6 3.24% 3.2370 827 76 
(.58) (1:63) (2.03) (.64) (.45) 
1.61 1.46 1.42 1.34 1.40 
(3.03) (3.45) (3.08) (3.02) (2.94) 
(.40) 1 20 (.35) (.54) 
(.03) (03) (.02) (.01) (.01) 
54% (.23)% (.27)% SS % 73% 
$718 $(255) $(288) $567 $701 
$134,100 $112,800 $108,500 $102,800 $96,200 
2.26% IRI OEES 2.30% 22570 Dalle 
(it) 0 OS) pHi 07 
1.65 dhesiil 1.46 ieiyh 720 
(1:91) (1575) (2.08) (1.84) (1.84) 
(.50) (.90) (G72) (.76) (.50) 
(.01) (.01) (.01) (.01) (.01) 
1.38% 1.87% 1.43% 1.52% 1.03% 
$451 $555 $395 $416 $264 
$32,600 $29,700 $27,700 $27,300 $25,500 
$1,169 $300 $107 $983 $965 
$166,700 $142,500 $136,200 $130,100 $121,700 
.70% 2 7o .08 % 76% 79% 


INTERNATIONAL OPERATIONS 

International profitability remained 
strong in 1994, as reflected in a 1.38% 
return on assets. However, international 
net income was down $104 million or 
19% from 1993, following a 41% increase 
between 1992 and 1993 due largely to an 
increase in income from LDCs. There were 
several reasons for the reduction in inter- 
national net income this year. 

First, income from LDCs and Mexico 
declined by $92 million this year. 

Second, the provision for credit losses 
was $34 million this year compared to an 
$89 million recovery in 1993 when $250 
million of the country risk provision was 


reversed. 


International Provision for 
Credit Losses 
($ millions) 


® Specific provisions 
@ Country risk provision 
® Total 
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ANALYSIS OF CHANGES IN NET INTEREST INCOME 


For the year ended October 31 


($ millions) 1994 vs 1993 
Increase (decrease) 
due to changes in 
Average Average 
volume(1) rate(1) 
Assets 
Deposits with other Damks ware-r.cn...sseneersenseteuce atte ecaes $ 127 $23 1 
Securities 
Waxes CXGMp ta a. cesscetesacsceueaes esse ee seh ance sot ase eee aenes secre eter (38) 8 
Other SECUEIEESco0i5 cee hese ccaes ae oeonce es ee ee 317 - 
INET PAINS OM SECULILIES oe. 0. css-caccsssssecastees ease; waneeesaoe tates = (169) 
Loans 
Domestic 
Residential mortgages \c..c.2ccc.c-ves -ssssecesenes soe sac-e-oreaeee 1,001 (425) 
Consumer instalment, credit card and 
other personal loams et ecuccccnocccast-t ar ersteeacse sess 157 (31) 
Business and govermment lOamS as.22 0 tae eee 83 56 
International 
Residentialimortgagesta.....:.. secre eee 5 (3) 
Consumer instalment and other personal loans ............ 8 (2) 
Businessandrcoverminent |oansia-c cts, ence 24 (91) 
Total amterestancome::ccencccac coe ei area ee eee es 1,681 (626) 
Liabilities 
Deposits 
Domestic 
GONSUITEES A taecsc wk eo ice saan ca meee ee 491 (86) 
Businesses andro verminemtscsaceces sieecaes saeeeeere renee 106 (24) 
Batakss. issih ates uve aateon ee ate ok tate ee 9 24 
International 
GODS INTE TS earl de Scene etenees te Seu nas Or ooe coe 70 (38) 
Businesses:and2overninents rss.5-sstssc eee eee eee 42 (8) 
Banks sic ctussessueeerhna een eee ace ee ee 51 (39) 
Subordinated debentures and other liabilities ..................000. 191 3 
Total interestexpense ne eccrine ee eee 960 (168) 
Net interest income eo | $(458) 
Consisting of: 
Domestics, ates meres. ose eae ieee $647 $(314) 
Internationaleas ccs aa oe eae Ee 74 (144) 
Total $721 $(458) 


1993 vs 1992 


Increase (decrease) 
due to changes in 


Net Average Average Net 
change volume(1) rate(1) change 
$ 158 $737 S137) $(100) 

(30) (3) (9) (12) 

3:17 258 (135) 123 

(169) - 190 190 

576 335 (351) (16) 

126 (18) (137) (155 

139 (47) (461) (S08 

2 (9) (10) (19) 

6 (31) (3) (34) 
(70) 66 (127) (61) 
1055 588 (1,180) (592) 

405 228 (674) (446) 

82 78 (164) (86) 

33 5 (7) (2) 

32 (22) (40) (62) 

34 24 (195) (47215 

12 (9) (133) (142) 

194 90 (72) 18 

722 394 (1,285) (891) 

$263 $194" $105 299 
$333 $145 $ (16) $129 

(70) 49 124 170 

$263 $194 $105 $299 


(1) Volume/rate variance is allocated based on the percentage relationship of changes in balances and changes in rate to the total net 
change in net interest income on a taxable equivalent basis. 


Third, international 


expenses 


non-interest 
OVEHeEII IS. 
excluding Royal Trust and last year’s 
restructuring charge of $24 million. On 


further excluding the impact of a weaker 


increased 13% 


Canadian dollar, non-interest expenses 
were up 8% from 1993. Efforts to generate 
a higher percentage of earnings from inter- 
national operations have entailed, and 
likely will continue to involve, additional 
costs although management is committed 
to controlling these costs to the greatest 
extent possible. 
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International assets averaged $30.2 
billion in 1994, excluding Royal Trust. 
This represents an increase of 2% from 
1993, attributable to a weakening of the 
Canadian dollar. 

In 1995, the bank may choose to sell 
some or all of the past-due interest bonds it 
received from Brazil and the Dominican 
Republic this year, if prices for these bonds 
are attractive. These bonds are carried 
on the balance sheet at nil value and their 


sale would have a favourable impact on 
1995S results. 


NET INTEREST INCOME 

Net interest income depends largely 
on the volume of average earning assets 
such as loans, securities and deposits with 
other banks, and the difference, or spread, 
between the rate earned on these assets and 
the rate paid on interest-bearing liabilities 
such as deposits and debentures. 

As shown at the bottom of pages 50 
and 51, taxable equivalent net interest 
income was $4,717 million this year, up 
6% from last year, following a 7% increase 
between 1992 and 1993. The net interest 
margin was 2.83% compared to 3.13% in 
1993 and/3.05 Join 99 2. 


TABLE 4 


OTHER INCOME 
For the year ended October 31 


($ millions) 1994 1995 1992 1994 1990 
Deposit and payment service charges 
ae HUIS cease cea tea asc hc Gatonntss sancieqascnaeivovuceds sesoxsscunpesseosaces $ 482 $ 486 $ 500 $ 467 $ 439 
eT OE IIe UN aia vane oeijonssnhesiaaberucdenccosiaadoobers 42 38 36 3s. ool 
MEME ICING SELVICES Seer Chee cece. cars dani saasisva eshdesuadabovinsesEananasadannnecader 137 125 118 101 90 
661 649 654 601 560 
cc Sif) TUB SN eT RET RESIN, ee ge Uo EL Te 567 456 356 258 264 
SA le sea BOONES fees exh oa 25. va cheese cons} sailSude soon ssn sv oteduee cddedaussiaceesss 303 230 DAS 210 197; 
eo er sden) ATU Es FOVELIG he. neha. 5.<5seccssseegac!)so0sisetecssévedoasnssodedesneseoensoceses 279, 285 299 268 260 
Mvecoment management And CUStOdial TEES .........0:.cssc0sesssesasooonsocosesstossovees 255 101 82 69 Hl 
Pee MOM ECIEC VEU (eS ent eee he in ako ie o Shonne (dannosasecavenecesnrepneecs oustoncos nd AA 64 S7, 16 14 
“MERIT [PES cuca ace eas OMe se ala a 156 152 152 162 167 
Reviemies (Omiinsurance-related Activities ...........0...0sccecssessestscvsasoaceonesesee 100 61 32 Sil 29 
Breen AIAN AS CMNETIELEVCNUECS 2. -055-2:ernghens<-cseesos esdvsatesnssaucessnasonesoehcomnasts 61 Sil 61 70 33 
Wes Fondisposal Of Premises and EquUIPMeNt \o.........s....ss0ccsecreeneavecesvescoes (5) (14) (10) (4) (1) 
aN ee ech es oaks eaceticcsateSen scons sunrdentionshasesesachisaenssosens 118 62 a 69 61 
Total 699697 $097 0 SISA Te oi G0 Oicos 


Net Interest Income 
Taxable Equivalent Basis 
($ millions) 


®@ International 
@ Domestic 


Excluding the impact of the acquired 
operations of Royal Trust, which have 
a net interest margin lower than the rest 
of the bank’s, net interest income was 
$4,435 million or 2.91% of average assets, 
compared to $4,426 million or 3.14% a 
year ago. 

As shown at the bottom of Table 3 on 
page 10, domestic net interest income for 
the total bank increased by $333 million or 
9% in 1994, after rising 4% in 1993. The 
domestic net interest margin was 2.97% 
this year compared to 3.23% last year and 
3.24% in 1992. 

Higher volumes of earning assets, 
largely securities, residential mortgages 


and loans to small and mid-sized compa- 
nies, contributed $647 million to domestic 
net interest income. 

However, rate factors served to 
decrease domestic net interest income by 
$314 million in 1994. Largely responsible 
for this decline were the impact of Royal 
Trust’s narrower spreads, reduced spreads 
at RBC Dominion Securities due to a 
lower-yielding asset mix this year, and a 
significant reduction in domestic securities 
gains to $162 million from $281 million a 
year ago as the sharp interest rate declines 
of 1993 were not repeated in 1994. These 
negative factors more than offset the 
benefit of a sharp reduction in non-accrual 
loans this year. 

Royal Trust’s contribution to domestic 
net interest income was $241 million in 
1994 and $25 million in 1993. Excluding 
these amounts, domestic net interest income 
increased $117 million or 3% this year, 
unchanged from last year’s 3% growth. 

Excluding Royal Trust, RBC Domin- 
ion Securities and securities gains, the 
domestic net interest margin was 3.11% in 
1994, up from 3.04% in 1993 but down 
from 3.13% in 1992. The increase from 
last year reflected wider spreads between 
the prime rate and core deposit funding 
rates. 

International net interest income 
declined by $70 million or 9%, following a 
27% increase in 1993. Excluding Royal 


Trust, international net interest income was 


down $108 million or 13% this year. 
Income from LDCs and Mexico declined 
$92 million to $227 million. Although the 
bank generated $82 million this year from 
the sale of bonds received in lieu of overdue 
interest from Argentina, this amount was 
considerably lower than the $154 million 
realized from the sale of Brazilian past due 
interest bonds and Mexican Brady bonds in 
1993: 

Total securities gains for 1994 were 
$178 million, down from $347 million a 
year ago as rising global interest rates this 
year led to a decline in the market value of 
the bank’s bond portfolio. 

The future direction of interest rates 
will have a strong bearing on net interest 
income in 1995, since higher interest rates 
could result in lower securities gains and 
weaker loan growth than anticipated. In 
addition, intense competition is expected 
to put pressure on margins next year. 
However, continued improvement in loan 
quality in 1995 should have positive impli- 


cations for net interest income. 


OTHER INCOME 

One of the bank’s strategic priorities 
has been to expand its revenues, particu- 
larly its fee-based or “other” income. This 
has resulted in an increase in the percent- 
age of total revenue derived from other 
income to 36% in 1994 from 32% in both 
1993 and 1992. 
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ASSETS UNDER ADMINISTRATION AND MANAGEMENT 


As at September 30 
($ millions) 


Institutional trust and! securities: CUStOdyaeesercecerecteres a2 een ons oa caeanant oueces es scnee neseerteee saceeecmesetneaeaea: 
Personal trust and securities CustOdy sesi-c:-cesscs-o-ce-tvetseoeoeseneteccesucnsssvaeereacceveseepeneedetadeveteaaenencse-==5= 
Retail ‘tmuatial-fuids occ eeFotoco sc aacwscaaeectectan Ween etree eat owet ac navies sass ecteaaitete saeeuen eine saeeesneetncere erat: 
Mortgage-backed Securities ......00s..ss.susss-ssssesnsdevesentonsscencedecaednomsessouttatpassanenessssuemngersstscaeesseesnssaese 


Total assets under administration 


Trstitiati oral: cocc ocho necro Re Se ETE 
Personal ccccvcockecs cccncue cewaseue toe abbots o eee ECE eT RCC ETE 
Retail maittval Hinds ooccesiseceseoosesel oeenwacngccbooce tose cee ae eee ane een eee 


Total assets under management 


Other Income 
(% of total revenues) 


36 
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Other income from the acquired oper- 
ations of Royal Trust, totalling $415 
million in 1994 versus $28 million in 
1993, was a major factor behind the higher 
proportion of fee income in the bank’s 
total revenues this year. 

Included in Royal Trust’s $415 million 
of other income were investment manage- 
ment and custodial fees of $156 million 
($13 million in 1993), mutual fund rev- 
enues of $123 million ($6 million last 
year), card service revenues of $31 million 
($4 million in 1993) and foreign exchange 
and capital market fees of $20 million and 
$15 million respectively ($1 million and 
$2 million last year). The $31 million of 
card service revenues for Royal Trust 
exclude $17 million relating to its 
Mastercards which were converted to Visa 
in the second half of 1994. 
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Excluding Royal Trust, other income 
was up $213 million or 10% in 1994, fol- 
lowing increases of 7% in 1993 and 11% 
in, 1992) 

Capital market fees accounted for 
close to half of this year’s $213 million 
increase. These were up sharply for the 
third successive year — this year by $98 
million or 22%, excluding Royal Trust, 
following increases of 28% and 38% in 
the two previous years — as demand for 
RBC Dominion Securities’ underwriting, 
trading and advisory services picked up 
further in 1994. 

Excluding Royal Trust, mutual fund 
revenues were up $21 million or 36%, fol- 
lowing a 57% increase in 1993, reflecting 
the popularity of mutual funds as an 
investment vehicle. During 1994, Royfund 
mutual fund assets averaged $8.2 billion 
compared to $5.2 billion in 1993 and 
$4.1 billion in 1992. 

Excluding revenues from Royal 
Trust’s Mastercard, card service revenues 
increased by $29 million or 13%, after 
rising 6% in 1993. Higher card usage, 
stemming from stronger economic growth, 
contributed significantly to this year’s 
increase. In addition, fees from debit cards 
were $13 million this year versus $6 mil- 
lion in 1993, 

Revenues from insurance activities 
were $39 million or 64% higher in 1994, 
reflecting the bank’s greater focus on its 
insurance activities. Royal Bank provides 
creditor life and disability insurance and 
travel health insurance to its customers. 

Investment management and custodial 
fees, excluding those relating to Royal 


1993 


1994 
$274,700 $218,700 
58,200 43,900 
12,900 10,300 
1,000 1,400 
$346,800 $274,300 
$14,700 $11,800 
11,500 11,000 
12,900 10,300 
$39,100 $33,100 


Trust, were up $11 million or 13% in 1994 
after rising 7% in 1993. 

Deposit and payment service charges 
were up $12 million or 2% following a 
1% reduction in 1993. Service charges on 
deposit accounts declined for the second 
successive year due to the bank’s continu- 
ing freeze on service prices for both per- 
sonal and business customers, as well as its 
10% discount on all small business current 
account service fees. However, service 
charges from banking machines and other 
payment services increased by 10% after 
rising 6% in 1993, mainly due to increased 
transaction volumes through a proprietary 
banking machine network which is one of 
the largest in the world. Payroll processing 
revenues were up 11% this year compared 
to 6% last year. 

Foreign exchange revenues declined 
by $6 million or 2%, following a 3% 
reduction in 1993. This year’s reduction 
reflects a lack of liquidity in the North 
American foreign exchange markets as 
major currencies have not performed in 
line with expectations this year. 

In addition to contributing to high 
volumes of fee revenue, Royal Trust has 
also had an important impact on the com- 
position of other income. For example, 
Royal Trust’s significant mutual fund oper- 
ations (with assets averaging $4.9 billion 
in 1994 versus $3.9 billion last year) have 
led total mutual fund revenues at Royal 
Bank to rise to 8% of other income, from 
3% in 1993.) Similarly, Royall irusts 
investment management and custodial 
activities have allowed total fees from 
these services to rise to 9% of other 
income, from 5% last year. 


TABLE 6 


NON-INTEREST EXPENSES 
For the year ended October 31 


($ millions) 1994 
Human resources 
Compensation ~clspodge vote boc SRI OSS OO APRA SE ED CRO EER ea Te Ee OR drt $2,368 
Be i ee a ON oa «of cbdvi Snot Sosa nenbbtirraniesoa inaeonmaancsessasonecds 307 
2,675 
Occupancy 
RETESET 2 ss oy cya eg ERG Cee Ee 247 
ESET AMEN ORCL OM IPL OPETUCShs.)...scccsds00s+{<osoeeesosnecesoeaceuctecadscscedecscceces (65) 
182 
Hee Mise sie pais ANC IMAIMCCMAMCE ...0.odeceecsassv000% culovooovseouseadbesctnundeaveieees 110 
Be ALON ea. ee Saeco, noo Sac a sae nhs vaca anndccronishs soededaasnrslidspanveds 91 
Batata eB V RN A ee re ooo, Laake cotta ct vsadesasees siveanncstcenoaunedensaasoaedaacoeesestes aS 
Fr ay Me ee. EO gS Stes Peis gee dues Gesvassnquijs donavesuoeansvesnaneessoaseonece 40 
478 
Equipment 
PCI ACLO ae aero 55 528 ses as nuh cb dest seas aewoincss Sw¥= Cokcd <oSusred cPontaneddalivadeds 244 
Oo clare mall ANG INAICCM ANCE 2205 a oscasoos<dockassaeccesndiaaesdsevedeonsanvendsoues 197 
hice qulpinentrental and MAIMtENanice s2...5-.scccssc+00:0dussacscedressedvents a: 19 
460 
Communications 
ear RATAN ALOIS ey ecg eke as fa ds cer csscsseessactenassdadsdodscseataanciontes 140 
eerie Be MMIC COUBIOL eee eee teeters sine raeontcseseenesvassenssankacesevatieesaasdessencses 128 
et Pere ta ee TNs PUIG VEAL ONS! eet sec seuo0.20f0eecessdalncs .doecsedutiegsssduelaaes Lis 
SPOON PAIN ATAU UI) Oye p clanee Se serON asset ocd ne specie snshawdadsbanonsedeteeceteseesaees 86 
469 
Other 
PaMiss PETE OEM INGL CAP ICAINCAC Opa tots Meets seece ctv shac caso isceodsansepnduaesuvenceess@ieseves alilyg 
POPU ORSINI CG Sae stew clan eB eA a ne A eer 113 
PUP TORS UNE ICC Omron cee es ata, Pree tec anss acct cuentas cscs tewdesenseceeeeetentensesese 100 
Birra PANIC RCNOCALI ONE Mere a eaneeyen ON 8... Nectle de. Mun aaa eae eeaadaetee TA | 
MEO HEU ZALIG INO te COCA cea rsenoh ress since -vececabenanhcandantlon ddan -oteaees ven toet ous 48 
EVE Toy COU iAeAN INN mene ae ore Nee edhe hei ns au Shes Sein SS cou a fe base edn vndeveoarctess 27, 
MYON EMS Greece aac re cct cect nw saveessensts<vattteloussdsaseseneceassecnstontwnnneecetaasenses 17 
Doe Re eres eC Tacs tle cane abadeseviancs stu vinuboeededasentbacconeonseneces 109 
602 
Non-interest expenses before restructuring COStS.........0::ccceessccceeeesteeeeeeees 4,684 
Bos EECCIMINKIYS ECOSESH Nene eaves cas ett wel es abs. «xc co Minedadee squad abasic euefesvesseeuaee ~ 
Total $4,684 


(1) The 1992 restructuring costs of $130 million include $12 million of depreciation. 


Revenues from Mutual Fund 
and Investment Management 
and Custodial Activities 

(% of total other income) 


@ Investment management 
and custodial 
@® Mutual fund 


Table 5 on page 12 shows the total 
assets under administration and manage- 
ment in the bank. Between the end of 1993 
and 1994, total assets under management 
were up $6 billion or 18%, with $2.6 bil- 
lion attributable to mutual funds and 
$3.4 billion to institutional and personal 
assets. Assets under administration in insti- 
tutional trust and securities custody, as 
well as in personal trust and securities 
custody, also showed very strong growth 
this year. 

The bank expects continued growth in 
fees from these activities in 1995, as well as 
from most other sources of fee income. 
However, capital market fees are expected 
to decline from this year’s strong level. The 


1993 1992 1991 1990 
$2,034 $1,901 $1,840 $1,697 
276 259 232 192 
2,310 2,160 2,072 1,889 
207 223 206 173 
(64) (68) (71) (71) 
ee 155 135 102 
101 96 91 83 
70 64 59 50 
46 50 47 43 
38 35 32 29 
418 400 364 307 
207 203 188 156 
167 152 126 hie 
22 22 24 19 
396 a7 335 287 
120 10 120 ile 
111 103 102 87 
87 85 72 7 
74 7 84 88 
392 387 378 367 
120 136 EO 108 
86 88 74 68 
62 53 50 45 
57 57 63 @) 
35 19 18 18 
24 25 28 26 
14 14 12 10 
92 72 95 113 
490 464 452 450 
4,006 3,788 3,601 3,300 
410 130 = . 
$4,416 $3,918 $3,601 $3,300 


net impact will likely be that other income 
will not change significantly from the level 
achieved in 1994. 


NON-INTEREST EXPENSES 

As shown in Table 6, total non-inter- 
est expenses in 1994 were $4,684 million 
versus $4,416 million in 1993, when the 
bank had recorded $410 million of restruc- 
turing costs, and $3,918 million in 1992 
when restructuring costs had totalled $130 
million. The inclusion of expenses for the 
acquired operations of Royal Trust added 
$639 million to the current year’s total and 
$43 million to last year’s non-interest 


expenses. 
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Included in Royal Trust’s expenses this 
year were $247 million of human resource 
costs ($20 million in 1993), $150 million of 
occupancy and equipment costs ($11 
million last year), $51 million of communi- 
cation charges ($3 million in 1993), and 
$191 million of other expenses ($9 million 
in993)) 

Excluding last year’s restructuring 
costs and Royal Trust’s expenses for 1994 
and 1993, non-interest expenses increased 
by $82 million or 2% compared to $175 
million or 5% a year ago. 

On further excluding RBC Dominion 
Securities, whose employees’ compensa- 
tion is closely linked to the firm’s revenues 
and is therefore much more volatile than 
for the rest of the bank, non-interest 
expense growth was less than 1% in 1994, 


compared to just over 2% in 1993. 


Non-Interest Expenses 
(% growth over previous year*) 


9.8 


5.2 


90 91 92 93 94 


“Excluding Royal Trust, RBC Dominion 
Securities and restructuring costs 
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On that same basis, that is excluding 
Royal Trust, RBC Dominion Securities and 
restructuring costs, the bank’s productivity 
ratio (non-interest expenses as a percent- 
age of total revenue) improved to 58.8% 
this year from 59.6% in 1993 and 61.2% 
in 1992: 

Last year’s $410 million of restructur- 
ing costs had followed a $130 million 
restructuring charge in 1992. Of the $410 
million, $300 million was associated with 
the planned integration of Royal Trust, 
which was expected to result in the closure 
of 41 domestic branches and the elimina- 
tion of 1,100 positions. The remaining 
$110 million of restructuring costs were 
for the continued rationalization of the 
bank’s network, back office, head office 
and support functions. Reductions of about 
60 domestic units and 3,000 positions 
were expected in the bank itself in 1994. 

The targeted branch reductions were 
achieved at Royal Trust, as 41 domestic 
branches have been closed. Of these, 
34 were merged with local Royal Bank 
branches and 7 with other Royal Trust 
branches. Royal Bank reduced its domestic 
units by 90 this year as additional oppor- 
tunities for rationalization were identified. 

With regard to position eliminations, 
3,537 of the anticipated 4,100 reductions 
occurred in 1994. Higher volumes of busi- 
ness in the global custody area and in 
investment banking, where demand for 
RBC Dominion Securities’ underwriting, 
trading and advisory services was stronger 
than anticipated, required additional staff 
and contributed to the shortfall. Largely 
through normal attrition, the bank expects 
to have approximately 1,000 fewer posi- 
tions in 1995 from the 49,208 level at 
October 31, 1994. 


Number of Employees 


Total compensation expenses at the 
bank increased by 16% during 1994, but 
only 4% excluding Royal Trust and RBC 
Dominion Securities. 

Benefit costs, excluding Royal Trust, 
increased by only 3% this year, versus 
increases of 6% and 12% in 1993 and 
1992 respectively. This reflects a reduction 
in the number of employees and changes 
made to the bank’s health programs at the 
beginning of the year. 

The previously-mentioned closure of 
domestic branches led to a 4% decline in 
occupancy costs in 1994, excluding Royal 
Trust, compared to increases of 3% and 
10% in 1993 and 1992 respectively. On 
the same basis, equipment expenses were 
unchanged from a year ago after increasing 
by 4% in 1993 and 13% in 1992. 

Communication expenses rose by 7% 
in 1994, excluding Royal Trust, primarily 
due to higher telecommunication charges 
and postage and courier expenses. Other 
expenses, excluding Royal Trust, declined 


INCOME AND OTHER TAXES 
For the year ended October 31 
($ millions) 


Income taxes 
Provision for income taxes 


Other taxes 


UcWiess aNd Capital taXeS x2. vschcsanseseovssooues 
SECIS ER Ne 
Goods and services tax, and sales taxes..... 
BOI) MEARE Ses oo css soe sesccenetsesevenceterextes 


Total 


Pee eee reese eereseessecesesssseseseseseseseses 


COP e emer merece cer eesereseeeeeesesssessesesees 


1994 


$ 655 


SP eee e mee ereresereseceeseeseeesseeesesssesess 19 


704 
(95) 
609 


sateen celbiesa a tieey Mabean Sloe te tees 117 
Bana igs ease dde Sots elu tunes dp one entennsee 144 
Roewncaspsesstedecescastenuacstecenescacteus 130 
De awa diasstacberneskosces accor ewer reese ap) 


446 
$1,055 


1993 1992 1991 1990 
$a(5) $(65) $ 495 $555 
6t 65 73 92 
56 z: 568 647 
(90) (128) 66 (23) 
(34) (128) 634 624 
120 136 Te) 108 
123 (ot 110 90 
112 113 102 60 
46 50 47 43 
401 420 371 301 
$367 $292 $1,005 $925 


(1) The income taxes reported in the Statement of Retained Earnings principally relate to unrealized foreign currency translation gains 


and losses and related hedging activities. 


by 15% after increasing by 4% in 1993 
and 3% in 1992. Higher deposit insurance 
premiums, which rose by 34% excluding 
Royal Trust, were more than offset by 
lower business and capital taxes and 
reductions in various other expenses. In 
addition, the amortization of goodwill was 
up from last year due to the Royal Trust 
acquisition. 

For 1995, the bank expects little, if 
any, growth in non-interest expenses. 
Revenues, and correspondingly expenses, 
at RBC Dominion Securities are expected 
to decline from this year’s level. The bank 
will continue to pay close attention to its 
cost base, with a view to improving its pro- 
ductivity ratio. 


INCOME AND OTHER TAXES 

Total income and other taxes were 
$1,055 million, up from $367 million last 
year due largely to higher earnings in 1994. 

As shown in Table 7, the income tax 
charge was $609 million this year com- 
pared to an income tax recovery of $34 
million last year. 


The Statement of Income shows an 
income tax charge of $655 million versus a 
recovery of $5 million in 1993. Note 12 to 
the financial statements on page 47 
explains why the $655 million differs from 
the income tax charge that would have 
resulted if the composite federal and 
provincial statutory income tax rate of 
42.4% was applied to the bank’s 1994 net 
income before taxes. The reasons for the 
difference between the two amounts are 
lower tax rates applicable to certain 
subsidiaries and the tax-exempt nature of 
income from loan substitute securities. 

Loan substitute securities comprise 
income debentures, small business bonds 
and term preferred shares. As shown in 
Note 3 to the financial statements on page 
42, the bank has a $920 million portfolio 
of such securities, on which it earns lower 
income than on loans bearing similar risk, 
but this income is not taxed. The income 
foregone on these securities is the taxable 
equivalent adjustment shown in Table 7. 
This adjustment would result in income 
taxes, on a taxable equivalent basis, of 
$704 million on the Statement of Income 
this year compared to $56 million in 1993. 


Table 7 also indicates that business 
and capital, payroll, GST and other sales 
and property taxes comprised $446 mil- 
lion of the bank’s total taxes in 1994. 
Business taxes are levied by municipalities, 
while capital taxes are imposed on 
banks by the federal government and all 
Canadian provinces. Capital tax rates, 
which are based on common and preferred 
shareholders’ equity, range from 1.1% to 
3.2% depending on the province. Follow- 
ing a 12% decline in 1993 due to a reduc- 
tion in the bank’s common equity base, 
total business and capital taxes were 
largely unchanged in 1994. 

Payroll taxes include the bank’s con- 
tributions to the Canada and Quebec 
pension plans, provincial health programs 
and unemployment insurance. These were 
up 17% in light of the addition of Royal 
Trust staff to the bank’s payroll. 

The goods and services tax, and sales 
taxes were 16% higher in 1994, while 
property taxes rose by 20%. Both in- 
creases resulted primarily from the inclu- 
sion of Royal Trust in the bank’s results. 
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TABLE 8 


CONDENSED BALANCE SHEET 


As at October 31 
($ millions) 1994 1993 1992 1991 1990 
Assets 
Cash tesourcesh eee a ee $ 16,449 $ 10,874 $ 10,938 $ 8,820 $ 8,763 
SECUIIELES So usere eee ae oo ore oS ceca eee Noe acesaeees 27,695 24,011 16,146 13,436 9,449 
Residentialinaortgagesee tate. se. sss srt teeter sae cmatseedtees weeecesreecnncess atin 44,086 43,738 32,607 29.103 255735 
Consumer instalment, credit card and other personal loans ................0+ 19,758 19,508 17923 17,5290 16,826 
Business atid Co verninent loans... ance ett e oe seaet arte aseeeene enemas ee 51,542 333223 49,602 51,954 50,135 
Customers: liability underacceptances sist ec.e-ssenscen-nc sco eaeor ee eee 6,205 6,302 Dn Ou) Tey 10,369 
COUT Gees ses Bee Marconi ese secre san ae ote ee rm eee teh cae ern nee 7,344 7235 55335 4,542 4,663 
$173,079 $164,941 $138,293 $132,352 $125,938 
Liabilities and shareholders’ equity 
GComstittier deposits eft. case sats cross once scenc eer ss Smee eee $ 85,214 $ 84,696 $ 67,648 $ 64,332 $ 60,577 
Deposits from businesses, governments and banks..\.5..05...0..sesseseneereeere 50,601 45,703 44,574 40,690 38,008 
Orher habits and acceptances: we. cts 0. .s seem ne 25,198 235,070 15,438 16,492 18,017 
Subordinated debentutesascs cescsacs: cite eee meee eee 3,477 3,442 3.127 3,076 D299 
Shareholders equity st.ccawe Peeceeancesete eae 8,589 7,230 7,506 7.162 6,454 
$173,079. $164,941 °$138,293 $132)352" 315933 


In addition to these taxes, the bank 
pays deposit insurance premiums which 
are levied by the Canada Deposit Insurance 
Corporation (CDIC). These premiums, 
shown in Table 6 on page 13, rose by 34% 
this year excluding Royal Trust, following 
a 17% increase in 1993. In the middle 
of fiscal 1994, deposit insurance rates 
increased to .17% of insurable deposits 
from .13%, whereas in the middle of 1993 
rates had increased to .13% from .10%. 
The bank had approximately $65 billion 
of insurable deposits in 1994. 


DISCUSSION OF THE BALANCE 
SHEET 

Average assets in 1994 were $166.7 
billion, including $14.3 billion for Royal 
Trust. This compares to $142.5 billion in 
1993 when Royal Trust had assets averag- 
ing only $1.4 billion as its assets were 
included for only one month. Excluding 
Royal Trust, growth in average assets was 
8% this year, versus 4% in 1993 and 5% 
1m 1992) 

As shown in Table 8, at October 31, 
1994, total assets were $173.1 billion, an 
increase of $8.1 billion or 5% from a year 
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ago. Cash resources, comprising largely 
deposits with other banks, were up $5.6 
billion or 51% from the previous year, 
reflecting weak loan demand. 

Securities increased $3.7 billion or 
15% from a year ago. Trading account 
securities, which are purchased for resale 
over relatively short periods of time, rose 
by $2.8 billion or 34%. Most of the securi- 
ties added to the portfolio were Canadian 
government fixed income instruments. 
Investment account securities, which are 
held for longer periods, increased by 
$1.3 billion largely due to the addition of 
Brady bonds and Canadian government 
securities. 

Total loans declined by $1.1 billion or 
1% from a year ago. This largely reflects 
the transfer of Brazilian exposure from 
loans to securities, and the bank’s efforts to 
pursue fee-based sources of revenue and to 
reduce concentrations in its corporate loan 
portfolio. 

The build-up of liquidity at financial 
institutions has led to intense price compe- 
tition, particularly in lower-risk sectors 
such as residential mortgages and con- 
sumer loans. This served to limit opportu- 
nities to add profitable loan business 
during 1994, 


For example, residential mortgages 
increased by only $348 million or 1% 
during the year. Interest rates were higher 
throughout much of 1994, with one-year 
and five-year mortgages at 8.0% and 9.9% 
respectively at October 31, 1994, versus 
6.5% and 8.8% at year-end 1993. This, 
combined with continued high household 
debt levels and intense price competition 
among financial institutions, restricted the 
opportunity to add further volumes of 
profitable mortgages. 

The bank’s market share of residential 
mortgages among all financial institutions 
in Canada was 14.7% versus 15.8% a year 
ago. A reduction in mortgages at Royal 
Trust accounted for over 70% of the 
decline in market share. 

Consumer instalment, credit card and 
other personal loans were up by $250 
million or 1% during 1994, following 
a 2% increase in 1993 excluding Royal 
Trust. The bank’s market share of these 
loans among all financial institutions in 
Canada was 17.0% compared to 18.1% in 
1993) 


TABLE 9 


CONSUMER LOANS AND DEPOSITS 


As at October 31 

($ millions) 1994 1993 1992 199) 1790 
Consumer loans $ 63,844 $ 63,246 $ 50,535 $46,393 $42,559 
Total loans $115,386 $116,469 $100,137 $98,344 $92,694 
Consumer loans as a percentage of total loans eye 54% 50% 47% 46% 
Consumer deposits $ 85,214 $ 84,696 $ 67,648 $ 64,332 $60,577 
Total deposits $135;815 9 G130.399 eS 112.009 96 105,022 $99,168 
Consumer deposits as a percentage of total deposits 63% 65% 60% 61% 61% 


As outlined in Table 9, total consumer 
loans, which comprise residential mort- 
gages, consumer instalment, credit card 
and other personal loans, accounted for 
55% of total loans. The acquisition of 
Royal Trust and strong growth in residen- 
tial mortgages allowed this ratio to rise 
from 46% in 1990. This development was 
favourable since the loss ratio on residen- 
tial mortgages is small. 


Residential Mortgages 
and Other Consumer Loans 
(% of total loans) 


@ Residential mortgages 

@ Consumer instalment, credit card 
and other personal 
loans 


55 


Another factor contributing to lower 
asset growth in 1994 was a $1.7 billion or 
3% reduction in the business and govern- 
ment loan portfolio, reflecting the bank’s 
strategy to manage down exposures to 
large corporate borrowers and to indus- 


tries such as commercial real estate. It also 


is indicative of growing disintermediation 
as large companies increasingly turn to 
capital markets for financing. 

Bankers’ acceptances declined by $97 
million or 2% in 1994 following an 
increase of 10% in 1993 and a reduction 
of 20% in 1992. Lower volumes in the 
international portfolio more than offset a 
$169 million or 3% increase in bankers’ 
acceptances in Canada, where a wider 
average spread between these instruments 
and the prime rate — 160 basis points com- 
pared to 111 basis points in 1993 — made 
them more attractive to borrowers. 

On the liability side of the balance 
sheet, total deposits rose by 4%, following 
a 1% increase in 1993 excluding Royal 
Trust. Business, government and bank 
deposits were up 11% from a year ago, 
after rising by 3% between 1992 and 
1993, reflecting higher liquidity levels at 
other banks and businesses. 

Consumer deposits rose only by $518 
million or 1% during 1994, following a 
4% increase in 1993 excluding Royal 
Trust, as consumers focused on debt reduc- 
tion and sought higher returns through 
mutual funds and other investments. 
It should be noted, however, that after 
declining by $1.5 billion in the first six 
months of the year, consumer deposits rose 
by $2.0 billion during the second half 
of 1994 as rising interest rates made 
deposit products more attractive. Whether 
this trend continues in 1995 will depend 
largely on the direction of interest rates 


next year. 


The small increase in consumer 
deposits this year, combined with the 
increase in business, government and bank 
deposits, caused consumer deposits to 
decline to 63% of total deposits from 65% 
a year ago. Despite this decline, the bank 
continues to have the highest consumer 
deposit to total deposit ratio in the 
Canadian banking sector. This is viewed as 
a significant competitive advantage given 
that consumer deposits are more stable 
and less expensive than wholesale funds. 

Looking ahead to 1995, the bank 
expects a modest increase in growth in res- 
idential mortgages and other consumer 
loans. However, business loan volumes will 
likely remain flat as the bank continues to 
reduce certain corporate exposures and 


makes greater use of syndications. 


RISK MANAGEMENT 

Risk is the potential for loss inherent 
in a given activity. For a diversified finan- 
cial institution like Royal Bank, a variety 
of risks, including credit risk and market 
risk, exist that must be managed effectively 
to avoid the impairment of earnings. 

Near the end of fiscal 1994, a new risk 
management structure was created that 
recognized the growing importance of 
these different forms of risk. As a result, 
the bank’s approach to risk management 
has moved from focusing on specific trans- 
actions to setting relationship strategies for 
its clients that encompass all of the client’s 
global business activities. 
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TABLE 10 


EARNING ASSETS BY LOCATION OF ULTIMATE RISK (1) 


As at September 30 % 
($ millions) 1994 1233 1992 1991 1990 1994 1990 
North America 
Canada: 6.07 cst he eee $123,567 $118,695 $ 98,662 $ 93,748 $ 85,158 TTst ls 779% 
United: States evita cocserete rece cacsecs soe sceearees 14,301 Iey few? 1637 8,666 8,076 9.0 7.4 
IW CNeIG errr esac cere wheter etc teas 741 RYE? 857 606 470 Ss 4 
138,609 133,024 111,156 103,020 93,704 87.2 Soe 
Europe 
United: Kinedomiteaktee secre 5,896 5,826 4,978 4,857 4,847 357 4.4 
GETMAIN epretenceesscetarsves esos ease onsen 1,768 1,154 i130 910 630 Act 6 
BPAMCe ses fat eecaceweseitentecccaree ate senceronee tiene 1,506 1,498 1,249 1313 1,046 o) 1.0 
Switzerland *es.an cutee econ eee: 1,191 686 425 766 776 8 a 
(@ ida l a aeeenin een ek eet Rah en eo Wnennar | ac 2,469 2,526 2309. 2132 2,084 1.6 To 
12,830 11,690 10,091 9,978 9,383 8.1 8.6 
Latin America and Caribbean 
Brazier. er ee eeree eee ee 1,231 1,234 15202 1,128 1,328 8 12 
Bahamaseetet aim oe eee ee cea 962 iO2S: 889 821 799 6 sf 
Argentina: sesso. cvesdvonnncnnice ee caese aus armen sees 442 385 385 394 a1 3 a) 
Puerto RicOs cocks oo ee 45 435 861 887 978 ~ a) 
Other i osccotunkete een er ooreaen etme eens 1,519 1,443 G3 1,076 1293 9 2 
4,199 4,522 4,500 4,306 4,917 2.6 4.5 
Asia Pacific 
Japan lnc. ee eee eee 2,060 1,699 Ie 0) 1,625 1,949 1.3 1.8 
Others neci at. acer om enone een 2,216 ils oyese) Nei) 1,070 1,402 1.4 Ly 
4,276 3,288 35189 2,695 Se Leh 30) 
Country risk provisions... sie (940) (1,107) (1,383) (1,509) (22012) (.6) (1.8) 
Total $158,974 $151,417 $127,553 $118,490 $109,343 100.0% 100.0% 


(1) Earning assets are defined as all assets (including assets funded in local currencies) except Cash and deposits with Bank of Canada, 
Customers’ liability under acceptances, Premises and equipment, and Other assets. Individual countries are indicated where assets 
exceed of 1% of total earning assets in any of the past five years. 


At the top of this new structure is the 
Risk Policy Committee of the Board of 
Directors. This committee reviews major 
risk management policies and strategies 
and oversees senior management’s activi- 
ties to control risk. 

Chaired by the Chief Executive Officer 
of the bank, the Group Risk Policy 
Committee includes the bank’s four vice- 
chairmen and the executive vice-president 
of Risk Management. Its mandate is to 
determine the overall risk management 
policies and strategies for the bank. This 
committee must also review all risk man- 
agement policies and strategies relating to 
countries, sectors, as well as groups of 
names and single names, that exceed 
certain size and risk levels. This responsi- 
bility is discussed more thoroughly in the 
discussion on credit risk management that 
follows. 
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CREDIT RISK MANAGEMENT 

Following a period of economic reces- 
sion in Canada during 1990 and 1991, the 
bank experienced unacceptably high levels 
of non-accrual loans and provisions for 
credit losses. These were attributed largely 
to a concentration of exposure to commer- 
cial real estate and to high exposures to 
some individual accounts. 

Considerable effort was devoted in 
1993 to achieving a better balance of 
industry concentrations, lowering expo- 
sures to weaker borrowers and setting 
strategies for all accounts over $50 million. 
The credit approval structure was stream- 


lined, and communication and training 


improved to ensure proper understanding 
of, and compliance with, credit risk man- 
agement policies. 

Further initiatives along these lines 
were undertaken in 1994. This year, credit 
officers in the field began reporting directly 
to head office Risk Management in order 
to achieve greater consistency in lending 
standards. Previously, these credit officers 
had reported to their district business 
heads. 

In addition, the bank is revising 
account managers’ compensation pro- 
grams to link them more directly to credit 
quality. Quantifiable targets and measure- 
ments are being developed for credit 
quality performance and will be added to 
the mandates of all account managers 
during 1995S. 


LOANS BY INDUSTRY AND BY LOCATION OF ULTIMATE RISK 


As at September 30 
($ millions) 


Domestic 


PGA IGN OVINCCS Sa cayedeseeessscceutsiaresiedeson’ 


BO Ce oss Pa aes os dou s dns senwoSnoven 


Consisting of: 


INEGIGCIIUIAL ITIOLTZASES «ceres-..sscnenssssneeceess 


Consumer instalment, credit card 


MIG Ot NeVOCSOlalilOANS,...0...01c0csr—<, 
Fi) SING IAN AISEITULIONS «..2.-00<2<c0s-002n5er00s00r- 


PU CRL OUNCE Hee rac eresniasccpsyce sb vcesies cesatesunce 
Porestry and paper products.....:.i.s00...... 
Py es AIA CRUEL B25, cout ies on ls saceactedeSegaweses 
WeiMereta  MOLTZAGES oscccccss <eonsccseeeses 
EGEAIEIMECGHANGISING, «ssn scccceandnaraseaneceses 
Wholesale merchandising...............c0000 
PVEIATN FANG CNELLY -2.cctcesecscdssccccecseosseesse 
Transportation and communication...... 
Oa Bee ccna cesar aA Salyndssnbni dod 


International 
North America 


MO IVAW EIS Koto orc oce ete tek ca ecesouauit coon’ 
GTR a MGS 10'S Sere A ee ne 
INL CRT CORR ot oe ete tee tasks busimanecroe 


NG reece eee ae wer edics ca sodeascwasacessnies= 


Total 


eee 


1994 1993 1992 
Pei 1092 uk 6 1G mas. 168 
9 12378.) col 11h 
- 44,674 45,545 38,197 
on 3,049 3,027 2,885 
i 2,638 DSS 2,461 
ws 9,116 9,281 7,804 
i 16,829 16,056 13,605 

94,776 95,450 82,203 
de 43,632 43,244 31,669 
er: 18,512, 6 18265 96 17.041 
a 7,073 4.922 3,637 
a 4,534 5,468 6,539 
ee 2,984 3,004 2,953 
ae 2,608 3,082 3,560 
ee 2,248 pp) 2,383 
a 2,097 2,376 691 

1,912 1,926 2,080 
ye 1,849 Ie 2,253 
ad 1,191 1,292 1,464 
ae 986 1,278 1,334 
Ae 5,150 6,041 6,599 

94,776 95,450 82,203 
i 1,519 1,051 1,339 
a 9,306 10,284 9,592 
ee 655 564 Sie 

11,480 11,899 11,743 
Be 4,611 5,046 5,313 
ee 3,346 3,651 3,979 
a 2,057 1,776 1,489 
- (297)\inw 2(1,038)5 and 76) 

BAe 97a 54a 148 


$115,973 $116,784 $103,351 


% 
1991 1990 1994 1990 

$ 5,317 $ 4,904 5.2% 5.3% 
10,912 10,608 10.7 11.5 
37,846 35,716 38.5 38.8 
2,931 3,369 2.6 37 
2,509 710 De 3.0 
7,294 6,701 7.9 76 
17st. 10.287 14.5 112 
78,560 74,297 81.7 80.8 
28,226 24,800 37.6 27.0 
16,451 15,867 16.0 173 
357 3,571 6.1 3.9 
7,098 6,292 3.9 6.8 
2,939 3,045 2.6 3.3 
3,590 2,808 D0) al 
2,629 2,685 1.9 2.9 
337 331 1.8 4 
2003 2237 1.6 2.4 
2,490 2,507 1.6 OF, 
1,404 1,422 1.0 15 
1,281 LOGE 9 1.4 
6,375 7,466 4.5 8.1 
78,560 74,297 81.7 80.8 
hen? ‘ep 1.3 1.5 
7,360 6,696 8.0 72 
597 995 6 ie 
9,579 9,063 9.9 9.9 
5,396 5,309 4.0 5.8 
3,887 3,981 2.9 4.3 
1,170 1,343 1.8 1.4 
(1,509) (2,012) (.3) (2.2) 
18,523 17,684 18.3 19.2 

$97,083 $91,981 100.0% 100.0% 


*The country risk provision shown has been reduced by $643 million (1993 — $69 million; 1992 — $7 million), which represents the 
amount deducted from securities in respect of restructured collaterized bonds of less developed countries. 


The new reporting structure has 
also enabled Risk Management to work 
more effectively with account managers in 
formulating strategies for loan portfolios. 
This is contributing to a streamlined credit 
approval process and better communi- 
cation between Risk Management and 
account managers. 

To date, this method of strategic port- 
folio planning has been focused on the 
bank’s 650 accounts with exposures of 
over $50 million. Over the next year, this 
process is expected to result in strategies 
being established for business clients down 
to the mid-market, commercial level. 


In combination with these efforts, the 
bank also redesigned its risk assessment 
framework during the year. In arriving at a 
risk rating for each business borrower, 
industry factors are analyzed, as is the 
company and its management, its financial 
statements, any environmental considera- 
tions, the company’s ability to access funds 
and any emerging trends that warrant 
consideration. The bank’s more than 2,000 
business banking account managers have 
been trained in this new framework. 


Management’s Group Risk Policy 
Committee and the Risk Policy Committee 
of the Board review strategies for clients 
depending on their size and risk rating. 
Even the most highly rated accounts 
are reviewed if they exceed $750 million 
in size, while average risk accounts 
are reviewed if they exceed $450 million 
and problem accounts if they exceed 
$100 million. 
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Influencing these individual client 
strategies are those being developed for 
industry sectors. This activity has largely 
been the responsibility of the bank’s cen- 
tralized Industry Portfolio Management 
and Analysis (IPMA) group. The bank 
established lending limits for 50 different 
sectors in 1993, based on analysis done by 
IPMA. It is now working to develop and 
maintain strategies for each of these 
sectors, recognizing their size, performance 
and future outlook, and the capital of the 
bank. 

Over the past year, the bank also 
utilized a portfolio management model 
covering its 500 largest borrowers to 
ensure that client and industry strategies 
are consistent and that the bank is being 
adequately compensated for the risks it is 
managing. 

A risk-adjusted return on capital 
methodology is being employed to 
measure returns for individual credits. 
Risk-weighted capital is allocated to each 
borrower based on the borrower’s risk 
rating, the term of the loan or facility and 
the type of banking products being used. 
Weaker borrowers and longer terms are 
allocated higher levels of the bank’s 
capital. In cases where the return on 
capital is inadequate, exposures are being 
managed down. Clients in this situation 
are also being encouraged to utilize alter- 
native funding sources such as the capital 
markets. 

As indicated in Table 11 on page 19, 
no domestic industry sector accounted for 
more than 6.1% of total net loans. Further, 
the bank’s exposure to two problem 
sectors, commercial real estate and forestry 
and paper products, declined as a percent- 
age of total loans to 3.9% and 2.2%, from 
4.7% and 2.6% respectively in 1993. 
While management is satisfied with the 
current size of its forestry and paper prod- 
ucts exposure, it believes that its exposure 
to commercial real estate is still high and 
must be lowered in order for the bank to 
achieve its optimal credit portfolio. 
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With regard to country exposures, 
Table 10 on page 18 shows that with the 
exception of Canada and the United States, 
no country accounts for more than 4% of 
total earning assets. 

A more analytical, forward-looking 
approach is also being applied to credit 
loss provisioning. Macro provisioning 
techniques are being used to set provision 
levels in addition to the analysis of indivi- 
dual credits. Using historical data, the 
bank has found an inverse relationship 
between the rate of change for Canada’s 
Gross Domestic Product (GDP) and the 
bank’s non-accrual loans in its business 
loan portfolio. As well, a correlation has 
been found between the unemployment 
rate and loan losses in the consumer loan 
portfolio. As a result, estimates of GDP 
growth and unemployment rates are taken 
into consideration when assessing the 
adequacy of provisions. These provision- 
ing techniques will continue to be developed 
over time as management gains experience 


from their implementation. 


ENVIRONMENTAL RISK MANAGEMENT 

While the bank’s operations, by their 
nature, do not pose a significant threat to 
the environment, there are a number of 
indirect environmental risks that must be 
carefully managed. 

As a lender, the bank can suffer losses 
if a borrower cannot repay its loans due to 
the expense of an environmental clean-up, 
or if the bank becomes directly liable for a 
clean-up because it is deemed to have 
taken ownership or control of contami- 
nated property in order to recover its 
funds. In some cases, this expense can 
extend beyond the principal value of the 
loan and the collateral backing it. 

In light of these risks, the bank has 
developed detailed environmental risk 
assessment criteria and procedures and 
provided extensive training on their use 
to all account managers. The bank has 
also established an Environmental Risk 
Management Group which works with a 
cross-section of the bank’s business and 
operational units to improve its policies 
and practices relating to the environment. 


COMMERCIAL REAL ESTATE 

As shown in Table 12 on page 21, the 
bank has a $7.4 billion commercial real 
estate exposure to construction, develop- 
ment and management companies world- 
wide. This portfolio largely accounted for 
the significant increase in the bank’s provi- 
sion for credit losses and non-accrual loans 
in 1992 and.1993: 

A head office group is dedicated to 
improving the quality of this portfolio and 
selectively reducing its size through 
methods such as debt restructurings and 
loan sales. In cases where the bank has 
realized on its security, its preferred strat- 
egy is to dispose of properties which are 
expected to remain depressed for some 
time and to retain, until market values 
improve, those properties for which the 
potential for recovery is believed to be 
strong. At year end, the bank owned $166 
million of foreclosed real estate. 

In pursuing these and other options, 
an important contribution has been made 
by the bank’s IPMA group. IPMA has 
developed a model that tracks the charac- 
teristics of each commercial real estate 
loan, including the underlying security, and 
assesses the impact of market movements 
on the portfolio. 

At October 31, 1994, commercial real 
estate gross outstandings were down $837 
million or 10% from a year ago, following 
a $1.2 billion or 13% reduction in 1993. 
Net outstandings were $356 million lower, 
following a $1.7 billion decline last year. 
The bank expects its exposure to fall 
further next year. 


COMMERCIAL REAL ESTATE OUTSTANDINGS 


As at October 31 
($ millions) 


PVetEOPOMLAT) | OFONLO..........0c0.000000eer- 
NES: ClO CEE Elpaae tae nee ee 


TEE, (CASTE Cee 
NIECES EALCS coe secc.-csecanacsconsseassocesssseee 


Total 


Gross outstandings 


$7,377 


Allowance for 
credit losses* 


1994 1993 1994 1993 
$2°798 I9S3.628 ES. 8855 861363 
3.07 3,250 113 134 
5,870 6,878 998 1,497 
1,013 1,005 84 Ti: 
494 331 58 47 
$8,214 $1,140 $1,621 


Allowance/ 

Net outstandings Gross outstandings 

1994 1993 1994 1993 
$1,913 $2,265 32% 38% 

Disb) 3,116 + 4 

4,872 5,381 17 22 

929 928 8 8 

436 284 2 14 
$6,237 $6,593 15% 20% 


*The general provision for real estate of $200 million in 1994 (1993 — $400 million) has been allocated to the allowance for credit losses 


pertaining to metropolitan Toronto. 


TABLE 13 


COMMERCIAL REAL ESTATE NON-ACCRUAL LOANS (NALs) 


As at October 31 
($ millions) 


MAGTEOPO lal), LOLONLO:....20..+ss02002-0000-> 
RR ORMOIE@ATVACIA er svuyees cee: ncseaeteceetss es 


Total 


$2,094 


Gross NALs Net NALs 
1994 1993 1994 1993 
$1,436 $1,924 $551 $561 
373 ey 260 241 
1,809 2,299 811 802 
200 167 116 90 
85 95 shy 48 
$2,561 $954 $940 


Net NALs/ 
Net outstandings Coverage Ratio* 
1994 19935 1994 J995 
29% 25% 62% 71% 
9 8 30 36 
7, 5 55 65 
12 10 42 46 
6 17 68 49 
15% 14% 54% 63% 


*The coverage ratio represents the ratio of the allowance for credit losses to the related gross non-accrual loans. 


Total Commercial Real Estate 
Net Exposure 
($ billions) 


As shown in Table 13, gross non- 
accrual commercial real estate loans fell 
$467 million, following a $391 million 
increase in 1993. Write-offs of $678 
million and the resolution of several 
problem loans through restructurings, loan 
paydowns and loan sales, more than offset 
new problem loans during the year. In 
1993, commercial real estate write-offs 
had totalled $357 million. 


DOMESTIC 

Approximately 48% of the bank’s 
domestic commercial real estate exposure 
is located in metropolitan Toronto. This 
concentration of loans has been a key 
weakness in the bank’s commercial real 


estate portfolio over the past few years, as 
the metropolitan Toronto area was the 
part of Canada hardest hit by the last 
recession. 

Asa result, much of the bank’s effort to 
reduce exposures and resolve problem loan 
situations has been in this market. In 1994, 
this resulted in a $830 million reduction in 
commercial real estate gross outstandings 
in metropolitan Toronto, compared to a 
$198 million decline in 1993. Net outstand- 
ings in the Toronto real estate portfolio 
declined $352 million this year, following a 
$798 million reduction in 1993 when the 
bank had recorded a significant provision 
for credit losses. 
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TABLE 14 


LDC EXPOSURE 
As at October 31 
($ millions) 


Exposure (1) (2) 


Brazilavsteccste cnet cree eneatesecee eee 
INO OETIEMIA eee cee see erect ncnaukecneeete tt? 
METIC ZAC] Abameetec nec Seca wacseessanear eeeetetnnmcnaceeaete 
AC OS lA Via cee scccte, osccneetteeetecns ouensstasc.comnesee 
Dominican- Republi¢vs.c.cc-re-sesntoreeeres 


Country risk provision: (di) ice. 2c. ccess neces 


Exposure, net of country risk provision 


Country risk provision, as a percentage of exposure 


Common shareholders’ equity 


Pee eee eee eeeereecececocccccccesecssesesesseee 


eee eee eee sesececccccsccesccceceseseseeee 


Pee eee ercrcscccsececesecesereccsessseseseees 


Pee e eee eseerrersccesecesssessseeeeeeeeeeeeeee 


1994 


Poem mere rere eee essecresesssssessessseseeseees 


Serer ceecosessescccscsccsceeeseesseseeeees 


157-73 
(1,307) 
$ 466 
74% 
$6,323 


Exposure, net of country risk provision, as a percentage of common 


shareholders’ equity 


7% 


1993 1992 1991 
$1:255. $1,362, . $1,253 0eeo ise 
267 387 a7) 474 
22? 251 210 255 
140 141 127 133 
76 72 77 174 

a z 961 985 

61 145 ion 548 
Oo 2,358 301 3,968 
(1,415) (1,676) (2,174) eee 
$ 606 $ 682 $ 947 9NRGhis 
70% 71% 70% 72% 
$5,682 $5,912 $6,101 9S5i308 
11% 12% 16% 21% 


(1) Exposure in the 52 designated countries represents the face value of cross-border exposure (i.e. excluding locally funded business), net 
of any specific provisions. The country risk provision has been grossed up to include previously recorded writedowns on loan 


exchanges. 


(2) In accordance with the revised guidelines of the Superintendent of Financial Institutions Canada, short-term trade financing is 
excluded from LDC exposure amounts commencing in 1993. As at October 31, 1994, the face and carrying values of LDC short-term 
trade financing was $353 million (1993 — $289 million). 

(3) Mexico was removed from the list of designated countries in 1992. As at October 31, 1994, the face and carrying values of the bank’s 
Mexican exposure were $325 million (1993 — $324 million; 1992 — $1,129 million) and $248 million (1993 — $291 million; 1992 — 


$851 million) respectively. 


As shown in Table 17 on page 26, the 
domestic commercial real estate provision 
for credit losses (which related mostly to 
the Toronto portfolio) was $162 million in 
1994 compared to $852 million in 1993. 

Gross non-accrual loans in the metro- 
politan Toronto market fell by $488 
million in 1994, after write-offs of $584 
million. This compared to an increase of 
$437 million in 1993, despite write-offs of 
$130 million that year. Net non-accrual 
loans in this market declined $10 million, 
following a $163 million reduction last 
year, 
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Domestic Commercial 

Real Estate 

Provision for Credit Losses 
($ millions) 


1,076 


The allowance for credit losses in met- 
ropolitan Toronto, which includes a $200 
million general provision, amounted to 
32% of related gross outstandings and 
62% of related gross non-accrual loans at 
year end. Although down from 38% and 
71% a year ago, these levels are among the 
highest in the Canadian banking industry. 


the 
Canadian economy discussed on page 6, 


Based on the outlook for 
further improvements are expected in the 
provision for credit losses and non-accrual 
loans in domestic commercial real estate in 
1995, as existing problem situations get 
resolved and fewer new problem loans are 


added. 


INTERNATIONAL 

Gross outstandings in the interna- 
tional commercial real estate portfolio 
increased this year. This resulted from a 
higher translated value of foreign currency 
denominated exposures stemming from a 
significant weakening of the Canadian 
dollar this year and from some additional 
exposure, much of which is collateralized by 
cash or Government of Canada securities. 

International commercial real estate 
gross non-accrual loans rose by $23 
million reflecting in part the weakening of 
the Canadian dollar. However, as a result 
of a similar increase in the allowance for 
credit losses, international net non-accrual 
commercial real estate loans remained 
largely unchanged from a year ago. 


FORESTRY AND PAPER PRODUCTS 

The bank has a $2.8 billion gross 
exposure to the forestry and paper prod- 
ucts sector, down $1.1 billion from a year 
ago. Gross non-accrual loans in this sector 
declined to $20 million in 1994 from $354 
million in 1993. The improvement was 
attributable largely to the resolution of a 
couple of large accounts. 

Net non-accrual loans in the domestic 
forestry and paper products sector fell to 
$12 million in 1994 from $85 million in 
1993. This year’s amount represented 
approximately .4% of the $2.8 billion in 
net outstandings to this sector at year end, 
down from 2.3% a year ago. 


LESS DEVELOPED COUNTRIES (LDCs) 

As shown in Table 14 on page 22, the 
face value of the bank’s exposure to LDCs 
dropped by $248 million in 1994, after 
declining by $337 million in 1993 and by 
$763 million in 1992. This year’s reduc- 
tion resulted largely from the sale of LDC 
loans and securities discussed below. 
Virtually all of the bank’s LDC exposure 
now consists of bonds received in lieu of 
principal or past due interest under Brady- 
type debt restructuring plans. 

At October 31, 1994, the bank’s net 
LDC exposure represented 7% of common 
shareholders’ equity, down from 11% at 
year-end 1993. 

The market value of the bank’s LDC 
and Mexican exposure exceeded its net 
book value by $350 million at the end of 
1994, compared to $500 million a year 
ago. Political uncertainties in some LDCs, 
combined with an increase in U.S. interest 
rates, lowered the market values for LDC 
Brady bonds. Included in these market 
value surpluses are amounts totalling $110 
million in 1994 and $82 million in 1993 
relating to bonds received in lieu of past 
due interest under Brady debt restructuring 


plans. 


There were several important develop- 
ments on the LDC front during 1994. 

First, a debt restructuring plan for 
Brazil was concluded in this year’s second 
quarter. Under this plan, the bank 
exchanged $1.2 billion of medium and 
long-term loans to Brazil for Brazilian gov- 
ernment bonds and received from that 
country $135 million of past due interest 
in the form of 12-year bonds. At October 
31, 1994, the market value of these past 
due interest bonds was 67% of their face 
value or $90 million. 

Second, a debt restructuring plan for 
the Dominican Republic was concluded in 
this year’s fourth quarter. The bank had 
$80 million of medium and long-term 
loans to the Dominican Republic and was 
owed $33 million of past due interest. 
Under the terms of the plan, the bank 
received $35 million of discount bonds, 
$20 million of past due interest bonds and 
$11 million of cash. The market value of 
the past due interest bonds totalled 63% of 
their face value or $13 million at year end. 

Third, some LDC exposures were sold 
this year. In the first quarter, the bank sold 
for $82 million ($50 million after income 
taxes) past due interest bonds that were 
received from Argentina at the end of 1993 
when a restructuring plan for that country 
was completed. Also in the first quarter, 
$74 million of Mexican Brady bonds were 
sold for a pre-tax gain of $4 million. 
Finally, the bank sold its exposure to 
Yugoslavia, totalling $147 million, in the 
fourth quarter of this year. This sale had no 
impact on the bank’s earnings. 

In aggregate, the bank has LDC past 
due interest bonds with a face value of 
$166 million and a market value of $110 
million at year end. These bonds are 
carried on the balance sheet at nil value 
and, when sold, their proceeds will be 
added to net interest income. The bank 
intends to sell some or all of these bonds 
when their prices on the secondary market 


are sufficiently attractive. 


NON-ACCRUAL LOANS 

As shown in Note 4 to the financial 
statements on page 43, total gross non- 
accrual loans were $4.4 billion at October 
31, 1994, down $3.2 billion or 42% from 
a year ago, following increases of over 
$500 million in 1993 and $3.1 billion in 
1992; 


Gross Non-Accrual Loans 
($ billions) 


® International Non-LDC 
@ LDC 
@ Domestic 


This year’s large reduction reflected 
the resolution of several problem accounts, 
loan sales and $2.1 billion of write-offs 
this year versus write-offs of $1.3 billion in 
19933 

More than half of this year’s $3.2 
billion reduction occurred in the domestic 
loan portfolio, where gross non-accrual 
loans declined by $1.8 billion or 32% com- 
pared to an increase of $1.0 billion in 1993. 
Of the $1.8 billion, $490 million related to 
domestic commercial real estate loans and 
$334 million to forestry and paper product 
accounts. 

Gross non-accrual loans in the inter- 
national loan portfolio fell by $1.4 billion 
largely due to the adoption of Brady plans 
for Brazil and the Dominican Republic and 
the subsequent return to performing status 
of exposures to those two countries. 

Included in gross non-accrual loans 
are loans to companies that are currently 
paying interest, but which the bank 
believes may have problems in the future in 
meeting their principal or interest pay- 
ments. Such loans totalled approximately 
$700 million at October 31, 1994. 
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NON-ACCRUAL LOANS BY GEOGRAPHIC AREA AND BY TYPE OF BUSINESS (net of allowance for credit losses) 
As at October 31 


($ millions) 1994 1993 1992 (oo% 1990 

Domestic 
Atlantic provinces foc. ccs-ccrteees tee cu cee sone sae savostses eam neta eee $ 88 $7582. Se eo $ 50 $— e258 
Que Dec ii cciss ie cancassectngess cteaseeen dass or ateausunetebitew ret ctter meme Sense awcosaestecc 265 209 2A 214 90 
yao a (ete = em oy nl RB etc Sererrnctt, ONC ER RECO 1,479 2207, 2176 935 483 
Na tnt a sce aca. faicoc dee anno ve caweun soc usec eameoan te eanaeee ena. aoe coco ane su antoveteaerecass 23 42 3S: 41 oi 
SaSkatChe watt Voc.cdhcsocssssstesizsvecasesseeute Mame mucin toooccemerenwttee cosas tase asnenee 50 85 56 102 83 
1. lotcta cee ee Ae ERRNO EA tyre NS Orlane (hen ir SS ror Rec ecco 123 348 345 172 oF 
British: Columb1ds...;; sccbsee-n eouteaeeotees cee eaten eee eee ai 254 270 257 ZAG, 
General Provision j22s.:352.c..c141 55 senmssieceeessros scons seanrsoessomgrser oo neonests tome (300) (S50) (325) - - 
Total Domestic. fa. ue eee ee 1,785 Dare ee ORE 177 1,046 


Consisting of: 
Business loans 


Gomimercial real estate scccsssssecstvacce contre eemrenn eaten eae ene 811 802 817 260 136 
Sra BusiteSS secret sats ce cncas Sere et eaten eet nna noes ene 134 214 145 148 97. 
Neri Culture ccccigseesseteete- reeset cee ee ee ee ee eee 73 71 65 118 100 
Forestrycand, paper, Or OCUCTS x... .eeenece tee ee aoe ee eee +2 85 180 236 178 
OO IF ct od veal cadence cxsanadaewearraneeote weet Aa eee ee eee 510 1,143 15258 689 372 
1,540 2,335 2,465 1,451 883 
Residentialimort@ages cn cssccese.soraness castets.o etree tatecce aaeee eee nee 179 225 199 i677, 83 
Consumer imstalmentand other personal loans... reese 66 7 153 153 80 
TotaliDiomiestrceet woes ect cece retract ern Oe ane ere ae ee 1,785... 2,677 2,817) 7 7 
International 
United sStatestee tte accor crocs iog rent teen eee ce ee ee 145 103 189 104 98 
EXUE OPC Meeasecsueecaeeees ova ose tae es toee ton te atica he ean o7 145 124 83 169 
Latin: Americaand Caribbean ¢...cis-cccta-oesse ert 56 Veh 61 55 43 
Asia Pacilics 2s iscessasceccuses oasdennes openguveeetctee set. Stee aeee ete eae ee 10 23 14 3 5 
Total Internationalexcluding MDG loans ..ceeeeec ae eee eee 308 348 385 245 315 
LDC loams’s, 55 siccs essnessv ated she eters Mice tas cage eee - 253 272 = 37g 
Total International’: ..c..25 5200. cee ee 308 581 664 245 694 
Total $2,093 $3,258 $3,481 $2,016 $1,740 
Total loans and acceptances 
Domestic 
Residentialmorteagess esses crsee--caccs.o score meee ee $ 435525 $ 43,177 $ 32,095 $ 283515 jaa. 
Consumer instalment and other personal loans...........s:.csssceeeseoeees 19,228 19st 17,505 17,100 16,598 
Business and government loans and acceptanceS.......sccsccsessesseeseeess 41,581 43,410 325925) 43,485 44,388 
Total DOmestice s <-a2.--srsvsenenonsesenaescsece dence artasaueessseevactetaes= sme t eran 104,334 105,698 $9.15 89,100 85,974 
International sncimcterscaete. cP eens.) av ee ee 17257 AEOWS 16,749 16,454 17,089 
Total $121,591 $122,771 $105,874 $105,554 $103,063 
Non-accrual loans as a percentage of related loans and acceptances 
Domestic 
Residential mortgages. eaten ee ee ee 4% 5% 6% 6% 3% 
Consumer instalment and other personal loans.............:csccecceceeeeees 3 6 &) 2 S 
Business loans andiacceptancess. et ee 327, 5.4 6.2 OR) 220 
Total Domiestié. cece eee tee ee LZ Pee oe 2.0 12 
International ssc cslrte-orce eerce den ee ce edodcte cant eee ee 1.8 3.4 4.0 ies) 4.1 
Total 1.7% 2.7% 3.3% 1.9% 1.7% 
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TABLE 16 


INTEREST EARNED ON AVERAGE NON-ACCRUAL LOANS (net of allowance for credit losses) 


For the year ended October 31 


(8 millions) 1994 1993 1992 1991 1990 
Domestic 
ete BHONP Te CHUAN OAINS so co- 21 cares nae conkesichectoe corte tesclste ot suan nea eeaen sodicucs $2,197 $2,958 $2,287 $1,451 $732 
“OEIRGA: GCA GE) Sa A en CP $22 $(9) $(44) $(12) $(4) 
International 
BE eee OMEACCIUAH LOANS m.0cc5.csanccrecce cain ai onernisnocagave+«sedvesdcessdesestecseoes $451 $585 $461 $427 $261 
Interest earned (1) 
BUDS UD LIDS se ie 92 i el a ee $123 St72) $45 $89 $62 
COUISG HOPING ae ects lines ate ga NE 5 det (2) 9 ~ 
Total $128 $183 $43 $98 $62 
Total 
Average non-accrual loans $2,648 $3,543 $2,748 $1,878 $993 
Interest earned (1) $150 $174 $(1) $86 $58 


ee 
(1) Interest earned on average non-accrual loans comprises interest received on non-accrual loans net of interest reversals on newly- 


classified non-accrual loans. 


When interest is received on non- 
accrual loans, it is not recorded as income 
but is used to reduce the principal amount 
of the loan. The amount of such accumu- 
lated interest was $152 million at year-end 
1994 versus $134 million a year ago. 

As shown in Table 15 on page 24, net 
non-accrual loans, that is gross non- 
accrual loans less the related allowance for 
credit losses, were $2.1 billion at year end, 
down $1.2 billion or 36% from a year ago. 
Domestic net non-accrual loans declined 
by $892 million, with $658 million or 
approximately three-quarters of the de- 
crease occurring in metropolitan Toronto 
where a large number of accounts in 
various industries were resolved. 

Alberta and British Columbia also 
showed significant reductions in net non- 
accrual loans of approximately $200 
million each, reflecting the resolution of 
large business accounts in the forestry and 
paper products and transportation sectors. 

Net non-accrual loans in the forestry 
and paper products portfolio declined by 
$73 million, while those in the remaining 
domestic business loan portfolio were 
$722 million lower as several problem 
accounts in a variety of industries were 


resolved this year. 


The consumer loan portfolio, which 
had shown much less deterioration during 
the last recession than the business loan 
portfolio, strengthened further this year. 
Net non-accrual consumer instalment and 
other personal loans fell by $51 million, 
following a $36 million drop in 1993 and 
no change in 1992. Similarly, net non- 
accrual residential mortgages declined by 
$46 million, following a $26 million 
increase in 1993 and a $32 million increase 
iIMmdoo2. 

As a percentage of total loans and 


acceptances, domestic net non-accrual 


loans improved to 1.7% in 1994 from 
25 Joan 993 and’3:2% inkl 99 2: 


Domestic Net 
Non-Accrual Loans 
($ billions and % of loans 
and acceptances) 


Net non-accrual domestic residential 
mortgages, other consumer loans and busi- 
ness loans accounted for .4%, .3% and 
3.7% respectively of related loans and 
acceptances, compared to .5%, .6% and 
5.4% in 1993. 

International net non-accrual loans 
declined by $273 million, reflecting a $233 
million reduction in the LDC portfolio 
where the previously-mentioned debt 
restructuring agreements for Brazil and the 
Dominican Republic allowed LDC net 
non-accrual loans to decline to zero. 

Based on its Canadian economic 
outlook for 1995, which is discussed on 
page 6, the bank expects net non-accrual 
loans to come much closer to a more 
normal level of 1% of total loans and 
acceptances. Most of the improvement is 
expected to occur in the domestic business 
portfolio where the level of non-accrual 
loans still remains high. 
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PROVISION FOR CREDIT LOSSES BY GEOGRAPHIC AREA AND BY TYPE OF BUSINESS 
For the year ended October 31 


($ millions) 1994 1993 1992 1991 1990 

Provision for credit losses 
Domestic 
Specific provisions 

INEFATACIC PLOVINCES cesceea-cs-20-0e. scsectaacestast reset Secuecer scenes <acceasascovace $ 56 Sy $7 Ss $ 32 $ 17 

OLUG bt tee ee ementes or eae ee ee RR Ne ne ree oro 189 110 199 143 139 

OTERO eet C on Peete sae eee Roe ER ant oe eRe os tees 855 297 1,309 31g 152 

ANN Ea Thi) oF: eRe a mF REDRESS aeRO SE ODENTCo 8 1 35) 25 13 

Saskateliewaltr om stteerasacsvcenccesntor eer aaorec eee tone eaeree een eee 10 22 32 32 41 

BA er tara cesseas cree ce ee Saees caw cdee uncut eacee cameo ce chaaaats setae t emmeenene setae (54) FA ey 50 Si 

Beitish: Go limibiaics co eecctscsheseae ees taeee ee seeae caer cee eee te eee (28) 40 ites 63 18 

1,036 1,614 1,878 662 437 

Genera PROVISION ..ss.cccdeeccaster- coo acetcaveast estas eas. sence etn seaanecoseea coats (250) 225: oo - - 

Total Domestic © acoitsteac weescvestestewoneosee tious Due ede oe eteee cones Coane 786 1-339 2,203 662 437 


Consisting of: 
Business loans 


@ommierctal realestate eete.c cose sere cote teeters eee woes ee caren 162 852 1,076 49 13 
Sriiall WUSiMeSS .2.5.cccosceeccaceocete sect c sta saeveeeacsccne secon macs tecandestaees 184 127. 108 93 76 
Ngriculturre:. 5 cacevaacsceerrs cetera tens vont oe Setanta fen a ae (2) 4 1) 23 25 
Forestry-and paper products cas. ..steco te eee eee eee (24) 173 #8 aD) 22 
cos carta A nee YN et conics enn be |e aaa al Oa Rae Rea 239i“ OC SL eee 
552 1,602 LOST: 463 Sue) 
Residential-mortgag@esiaticn stceutec-cce-ts scene eta 21 38 13 S ts 
Consumer instalment, credit card and other personal loans......... 222206... 199°. 233) AA 
‘Total IDOMEStIC: .-...:hcesweacaeemaeracuss tech ceeovti ace ence ee eee _. 786, . ~ 1,839 ~. 2,203) 7662) ae 
International 
Specific provisions 
Winited:Statescre, .-srcsecese ceca eerenenes nate ene ene mere eaten ZZ Sy, 1 (1) (6) 
EULOPO yu ccsteteceSccadade ab cetseserseacseuduceobst tan stceteececeaseee sateen testament (1) 50 a 26 (12) 
Latin Ametica- and: Carib beatae. etscc tree eee eee 16 44 18 18 2 
Sta ACHE CE 508 cones cuca vucends teen uard Nest tee Rae oe (3) Ss ok eee 
34 161 147 43 Cle 
COUMEEY TSK PrOVISION, ..ccccnccceens-ss-eceeeeso eee Reece eee (250) (300) (100 ae 
Totalinternatiotval ee ticc-ct sees tescescncte-cnsseeet eee ee eee eee _. 34 (89) ss (153) OD) eee 
Total $ 820 $1,750 $2,050 $605 $420 
Average loans and acceptances 
Domestic 
Residential'mon(gages-cemas reir asst one atccue eae eee ee $ 43,358 $ 33,821 $ 30,342 $ 26,708 §$ 23,740 
Consumer instalment, credit card and other personal loans............ 18,715 17,041 Dez 16,879 16,389 
Business and government loans and acceptances..........s:ccssssessseeseees 42,719 40,923 42,821 45524 Ae 
Total DOmicsticrs sc stetverccsttiee totais ances eran eee eee 104,792 91,735 90,384 89,111 82,489 
Intermationaliy.c.2s6sis.creaetaecreneoenere eeeenre ten nen scar seas eee ee 18,001 17,654 17,084 16,120" ee 
Total $122,793 $109,439 $107,468 $105,231 $98,414 
Provision for credit losses as a percentage of related average loans 
and acceptances 
Domestic 
Residential mortgdgessacrsmercite eee ee - 1% = = 3 
Consumer instalment, credit card and other personal loans............ 1.1% 12 1.4% Pi ie 
Business loansandacceptances.at7,4.110- nt ee 3. aed. 4.6 1.0 8 
Total Damestic. 2 cee eee ee Se Ss eS 
International, excluding country risk ProvisiONn ..........:.csccsecceesceeeeeeeeee 2 oo ©) BS) (.1) 
Total, excluding country risk provision ei ae ee eee 
Oe ee a a a ae eee 
Allowance for credit losses 
Balance at beginning OLVOATs socccnte emitter cee $ 4,324 $355.75 led 57 $2,463 $3,042 
Provision for credit losses Pere) a oe ee ee eee eee 820 1,750 2,050 605 420 
Miniter OL Seetretcrs.capaeegartertirs wich ac, masts et ee (1,886) (i216) (659) (774) (548) 
RECOVETIES 5. casa sieensee caida crdare seis. dante ens eae a 88 116 ie) 77 136 
Royal: Trust — balance atdate of acquisition. amr... 20 eee - 120 = = ee 
Gains (losses) realized on sales and exchanges of LDC loans........s.00000+. (181) (90) 37, (313) (588) 
Other, primarily translation adjustments on provisions 
denominated in foreignecureencies Sree ee eee 37 66 is) (101) 1 
Balance at end of year $3,202 7 $45324 S35 75 81S ees 
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PROVISION FOR CREDIT LOSSES 

The provision for credit losses in 1994 
was $820 million, less than half of last 
year’s $1,750 million and down 60% from 
$2,050 million in 1992. Royal Trust’s pro- 
vision for credit losses was $67 million this 
year. 

This year’s provision comprised 
$1,070 million of specific provisions, down 
from $1,775 million a year ago, and the 
reversal of $250 million of the general 
provision which had been established 
in the fourth quarter of 1993. This rever- 
sal, of which $200 million related to 
domestic commercial real estate, occurred 
as specific accounts requiring provisions 
were identified. 

In the domestic business loan port- 
folio, the provision for credit losses fell 
by $1.0 billion this year. Provisions in 
domestic commercial real estate declined 
by $690 million as there were fewer new 
problem loans in this sector and they were 
smaller, on average, than in 1993 and 
1992. Provisions in the forestry and paper 
products portfolio fell by nearly $200 
million in 1994. 

The total provision for credit losses on 
domestic business loans represented 1.3% 
of related average loans and acceptances in 


1994, down substantially from last year’s 
SG 


Provision for Credit Losses 
on Domestic Business Loans 
($ billions and % of average loans 
and acceptances) 


The provision for credit losses on 
domestic residential mortgages declined to 
05% of related outstandings from .1% a 
year ago, while that on consumer instal- 
ment, credit card and other personal loans 
declined to 1.1% of related outstandings 
from 1.2% last year. 

Internationally, specific provisions 
dropped by $127 million to $34 million, 
with reductions of $51 million in Europe, 
$37 million in the United States, $28 
million in Latin America and _ the 
Caribbean and $11 million in Asia Pacific. 
The bank is satisfied with the quality of its 
non-LDC international loan portfolio, 
which had a provisioning ratio of .2% this 
year, down from .9% last year. 

As shown in Note 5 to the financial 
statements on page 43, the allowance for 
credit losses at October 31, 1994 was $3.2 
billion, down from $4.3 billion a year ago. 
Specific provisions were $2.0 billion at 
year end, down about $700 million from 
1993. In 1994, the bank wrote off loans 
totalling $2.1 billion. 

The country risk provision was $940 
million at year-end 1994, of which $69 
million was applied to LDC gross non- 
accrual loans, resulting in nil LDC net 
non-accrual loans. 

At year end, there remained $300 
million in the bank’s general provision, of 
which $200 million related to commercial 
real estate and $100 million was for poten- 
tial losses elsewhere in the credit portfolio. 

The provision for credit losses is 
expected to decline further in 1995. 
However, since the bank is now much 
closer to achieving its .5% goal for total 
provisions as a percentage of average loans 
and bankers’ acceptances, the expected 
reduction between 1994 and 1995 will be 
much smaller than between 1993 and 
1994. 


INTEREST RATE RISK 
MANAGEMENT 

Interest rate risk is the sensitivity of 
the bank’s financial condition to future 
movements in interest rates. The bank is 
exposed to interest rate risk as a result of 
mismatches or “gaps” in the amounts of 
assets and liabilities and off-balance sheet 


instruments that mature or reprice in a 


given period. These gaps result from cus- 
tomers’ market preferences, strategic posi- 
tioning to enhance profitability and 
transactions such as the issuance of fixed 
rate capital. 

An “asset sensitive” position exists 
when more assets than liabilities reprice in 
a certain period. As a result, if interest 
rates rise, net interest income is favourably 
impacted since assets are repriced at higher 
rates more quickly than liabilities. 
Conversely, a “liability sensitive” position 
exists when more liabilities than assets 
mature or reprice in a given period. In this 
case, rising interest rates have a detrimen- 
tal impact on net interest income. 

The magnitude of the impact on earn- 
ings of such gaps is a function of the fre- 
quency and degree of interest rate changes 
and the maturity profiles of the assets and 
liabilities, which depend largely on cus- 
tomers’ varying term preferences for loans 
and deposits. 

The bank can reduce this risk by 
matching the repricing of assets and liabil- 
ities. This can be achieved by changing the 
mix of assets and liabilities through mar- 
keting and price initiatives or through the 
use of derivatives. The mix of on-balance 
sheet instruments and derivatives used to 
manage interest rate risk is based on many 
factors including economic conditions, 
capital and liquidity considerations and 
guidelines in place which limit exposures 
by instrument and currency. 

The bank’s interest rate risk manage- 
ment policies are approved by the Chief 
Executive Officer, following their review 
by the Asset and Liability Committee. This 
Committee seeks to achieve a balance 
between reducing risk to earnings from 
adverse movements in interest rates and 
improving net interest income. A balance is 
necessary since a complete elimination of 
risk also reduces the potential for increas- 
ing profits through correct anticipation of 
the direction and extent of interest rate 
changes. The day to day management of 
interest rate risk is carried out at a decen- 
tralized level with units operating within 
specified authorities. Interest rate risk 
management policies are reviewed annu- 
ally by the Audit Committee on behalf of 
the Board of Directors. 
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TABLE 18 


INTEREST RATE SENSITIVITY POSITION Non- 
As at October 31, 1994 Within 3 to 6 6 to 12 to Over interest 
($ millions) 3 months months months years S years sensitive Total 
Assets 
Cash and deposits with Bank of Canada.......... $ 1,187 S$=.isZ 
Deposits with other banks -2..cssteccscesrseecenneaceanes S19-557--$, 16356 oe oot eS - $ - 15,262 
SOCULICIES vecsseterse <s1 ie casassaescee tosses sabsaan Enea ates 8,850 3,708 3,314 8,161 3,050 612 27,695 
Letts terete ccs oe iataec cnt roe pee teneene nts 61192 9,500 8,606 30,320 1,735 3,983 1153386 
Customers’ liability under acceptances............. 6,205 6,205 
Premises and equipinentsyccccc2-c:eseteseqeacsessanse.: CRIS) Los 
Othetassets ec sdscsvecncxekcsce sescacs eevee serene ee S19. 46 - - ~ 4,804 5,369 
$84,118 $14,610 $12,269 $38,481 $4,835 $18,766 $173,079 
Liabilities and shareholders’ equity 
Consumer iepositsyces.ctee cnet cetera nen $44,843 $ 9,519 $14,214 $15,623 $7 156 $ 859 $ 85,214 
Other: deposttsxg. .cccteree penne ese 40,285 B50 2,205 87 Pa 4,650 50,601 
ACCEPtAnCeG se. fe25 tse ncencateteteer -naneasoneenenseeee? 6,205 6,205 
Secured liabilities of subsidiaries 
Other thanrdepositss...2:2. cee eccecsseesese es 25245 - ~ - - Zz 2,247 
Otherliabilitiest.2 ..,.cceuee cece eee 6,930 514 386 1,474 1,903 5,502 16,746 
Subordinated debenturessscse.t. tenors eee 1583 134 - 700 1,060 - 3,477 
Shareholders? equity..2.7..2 ee 150 - - ~ - 8,439 8,589 
$96,036 $13,520 $16,805 $17,884 $3,140 $25,694 $1733079 
On-balance sheet gap $(11,918) $1,090. $(4,536)- $20,597 ~9S1,695 ~S(6,923)Re - 
Off-balance sheet gap (1) 8,807 (2,486) 600 (55920) (1,000) — - 
Total interest rate sensitivity gap $ (3,111)  $(1,396)  $(3,936) $14,676 $695. S(6,928)55 - 
Cumulative interest rate sensitivity gap $ (3,111)  $(4,507)  $(8,443) $ 6,233 $6,928. - §$ - 


(1) The off-balance sheet gap represents the net notional amounts of off-balance sheet financial instruments, such as forward rate agree- 
ments and interest rate swaps, which are used to manage interest rate risk. 


The bank measures interest rate risk 
from both a current earnings and an eco- 
nomic perspective. 

The current earnings perspective looks 
at the potential change in net income (net 
income risk) over the next twelve months, 
given an immediate and sustained adverse 
movement in interest rates. 

The economic perspective looks at the 
potential impact of interest rate move- 
ments on the underlying economic values 
of the assets and liabilities and off-balance 
sheet instruments (market value risk). 
Market value risk is the present value of 
the potential change in net income over all 
future periods and hence provides a 
leading indication of the impact on future 
earnings of an adverse movement in rates. 

Given the bank’s interest rate sensitiv- 
ity position at October 31, 1994, and 
assuming no management action, an 
immediate and sustained 1% rise in inter- 
est rates across all maturities would lower 
net income after tax by approximately 
$39 million over the next twelve months, 


and would reduce common shareholders’ 
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equity, in present value terms, by approxi- 
mately $230 million after tax. 

The bank uses a wide range of analyt- 
ical techniques, which include gap analy- 
sis, simulation modelling and duration 
analysis, to monitor and manage interest 
rate risk. 

Gap analysis is the foundation of 
interest rate risk management at the bank. 
Gap analysis measures the difference 
between the amount of assets and liabili- 
ties that reprice in a particular time period, 
plus the net off-balance sheet instruments 
repricing in the same period. 

Table 18 provides the bank’s interest 
rate sensitivity position as at October 31, 
1994 based upon the known repricing 
dates of fixed rate assets and liabilities and 
the assumed repricing dates of others. The 
table shows the cumulative gaps at various 
intervals with the impact of off-balance 
sheet contracts shown separately. 

The under one year gap shows a liabil- 
ity sensitive position with an exposure to a 
rising rate environment. Conversely, inter- 
est rate exposure beyond the one year 
period is to declining rates. Positions were 


impacted during 1994 by customers’ con- 
tinuing preference for shorter term mort- 
gages. 

It should be emphasized that simple 
gap analysis shows a position at one par- 
ticular time and this position can be altered 
depending on the bank’s expectation of 
interest rate changes as well as on the 
product and term preferences of cus- 
tomers. 

Simulation models, which focus pri- 
marily on net income risk, allow the bank 
to analyze interest rate risk in a dynamic 
context. Unlike gap analysis, simulation 
models take explicit account of pricing 
strategies, the growth, volume and mix of 
future business, future changes in interest 
rates, and the behaviour of embedded 
options. The assumptions incorporated in 
these simulation models are continually 
monitored and updated as market condi- 
tions and customer behaviour change. In 
addition, the systems which support these 
models are regularly reviewed and 
upgraded to ensure enhanced measure- 
ment of the more complex exposures. 


TABLE 19 : 


LIQUIDITY 
As at October 31 
($ millions) 
Canadian dollar liquid assets 
Cash and deposits with Bank of Canada 


Deposits with other banks.......................0¢ 
PENILE S00) 08 ecco scree cats fccccsessenesoed vocsdse 


Foreign currency liquid assets 
Cash and deposits with Bank of Canada 


Deposits with other banksy..............c000006+. 
OTC) Se 


Total liquid assets 
Cash and deposits with Bank of Canada 


Deposits with other banks....................00% 
BreetMCle | Dereeter cs. <cck tiodsd sade. ds Seta laadecseen 


Liquid assets as a percentage of total assets 


POC o ee eeecoeeeeecerreereeeesseeseeseseseses 


See eee eee ee eeeercesesceeeesessceesesseeeees 


Poem errr eee ecerrcereeeseseeeeeeeeeeeseeeees 


Coe e ee ercerererrcreescceseeeee cree ees eeeeee 


Seem orem errr ese eeeessssssecsseseeeeeeeeeees 


Po eee emo eoKeee creer oeseeesessesseescesesees 


HORA ee ewer eer eceeeesereeeeeeseseseceeeesees 


Peer ee eer eee sc ccceesescseseeeeceeeeeseeeees 


23657 
23,447 


PEA WATE 


Sek pnogoncodadboonosaseshadsecacédooscoNbse 164 


12,605 
ose 


18,591 


L137 
15,262 
29,269 

$45,718 
26% 


1993 1992 1991 1990 
Sal 10S mmo 40 eae OCMERGmrIEgS © 
822 1,234 1,350 1,106 
19,663 12,193 9,791 6,645 
21,683 14,870 12,439 8,910 
5 we 89 81 
8,679 8,188 6,083 6,417 
4,744 2,905 3,003 2,130 
TSR Pees 9,175 8,628 
ee fle 1,387 1,240 
9,501 9,422 7,433 7528 
24,407 15,098 12,794 8,775 
$35 2 ols 26.006 1 621.614. Weoi7535 

21% 19% 16% 14% 


(1) Securities include investment and trading account securities and call loans, but exclude loan substitute securities. 


Duration analysis is used to measure 
the bank’s market value risk. Duration is 
the weighted average term-to-maturity of 
the cash flows from assets, liabilities and 
off-balance sheet instruments. Duration 
analysis measures the relative sensitivity of 
the value of these instruments to changing 
interest rates, and therefore reflects how 
changes in interest rates will affect the 
bank’s economic value. In this context, the 
longer the duration, the greater the price 


sensitivity. 


LIQUIDITY RISK MANAGEMENT 

Liquidity management is designed to 
ensure that the bank has the ability to meet 
its financial obligations in a cost effective 
and timely fashion. Effective liquidity 
management is critical to maintaining 
market confidence, protecting the capital 
base and allowing for profitable business 
expansion. 

Liquidity and funding policies and 
procedures are reviewed by the Chief 
Executive Officer and the Asset and 
Liability Committee, and are also reviewed 
annually by the Audit Committee on 
behalf of the Board of Directors. 

The bank’s funding requirements are 
determined by examining future cash flows 
based on the expected maturities of assets, 


liabilities and off-balance sheet instru- 
ments. Limits regarding the maximum net 
outflow of funds in a particular period are 
in place. Liquidity reports are provided to 
senior management to monitor effectively 
any changes in liquidity and to react 
accordingly to fluctuations in market 
conditions. 

Liquidity parameters cannot be estab- 
lished in isolation from forces in the mar- 
ketplace. Changes in economic, political, 
regulatory and other operating conditions 
affect liquidity levels maintained by the 
bank. In managing liquidity, the bank also 
takes into account the various legal limita- 
tions and tax implications of transferring 
funds between business units. The federal 
and certain provincial statutes applicable 
to the bank’s federally chartered loan and 
trust company subsidiaries apply capital 
adequacy, liquidity and investment stan- 
dards to their global operations. These 
statutes also restrict transactions between 
these subsidiaries and their related parties. 
However, these restrictions do not affect 
the bank’s ability to meet its obligations. 

Contingency plans exist for both 
Canadian dollar and foreign currency li- 
quidity to satisfy funding requirements 
under general market disruption or 


adverse economic conditions. 


As shown in Table 19, the bank’s 
liquid assets, which consist largely of 
deposits with other banks and securities, 
totalled $45.7 billion at October 31, 1994, 
up from $35.3 billion at year-end 1993. At 
October 31, 1994, liquid assets accounted 
for 26% of total assets compared to 21% 
a year earlier. The bank places most of its 
foreign currency liquidity with other large 
international banks. Foreign currency 
deposits with other banks were $12.6 
billion or 31% of total foreign currency 
assets at October 31, 1994, compared to 
$8.7 billion or 23% a year ago. 

Sound and prudent liquidity manage- 
ment also requires a stable and diversified 
funding base. The bank’s funding environ- 
ment differs significantly in its domestic 
and international markets. Such differ- 
ences relate to the bank’s client base char- 
acteristics, the nature of the deposit 
market, the bank’s market share, and 
regulatory environments. 

Table 20 on page 30 provides details 
of the bank’s deposits. The bank’s 
Canadian dollar deposits consist primarily 
of deposits from consumers which are 
facilitated by the bank’s extensive domestic 
branch and banking machine network. 
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TABLE 20 


DEPOSITS 
As at October 31 
($ millions) 1994 1993 1992 1994 1998 
Canadian dollar deposits 
CGI SUITE TS Ae ake en wee ces nce none aera pune ete ceaice ne ante naa a ee aveeteramncc $ 75,910 $ 75,965. $ 59,891 $ 56,443.) BGS2%ss3 
Businesses and ZOVELMMENUS............:0..s.seoesseseseerasasersennacceeceeesnoonnrsooss 21,610 19,961 18,968 173132 14,745 
Bea pvhese, cect Pee on ac oT esc Scape ee eee Tee we Fo caoah space seas 1,476 1,710 15157, 1310 1,396 
98,996 97,636 80,016 74,940 68,474 
Foreign currency deposits 
COMSUINELS  scsucacis wescecochonuncds opteScawetatetenes Suotoou pee ieen ess ages ewes wer cmeeeceeeet 9,304 8,731 TL 7,889 8,244 
Businesses and SOvermineits 2. 2.2...ccces.csesenaesesscetarntetay seecsaetennrerst=eeecs 14,812 13,820 lz, 1255 12,590 
Beata acces sc eee ca etoa feat ank cece eee ean scene Cease nok ee een geen ee 12,703 10210 ely 9,640 9,860 
36,819 325/68 32,206 30,082 30,694 
Total Deposits 
GOMSUIMIELS Sec discaesocactedecc oe oot miewaben et anes sae apes Pmeae ences toes Seana 85,214 84,696 67,648 64,332 60,577 
BGSMIESSES: ANC: COV EFTMIEMES Tino ecpecen en .te0ss ess eneseesmeaees vrrmacesonene ene 36,422 33570. 30,245 29,740 275339 
Batik seine dp hctecae ose otctusbelte sel eitbuwccau nes opeeermare reas ee aeae on seasons cate 14,179 TAO 22 14,329 10,950 11,256 
$135,815 $130,399 $112,222 $105;0225 oes 
Consumer deposits as a percentage of total deposits 63% 65% 60% 61% 61% 


The bank funds its foreign currency 
activities mainly through the wholesale 
markets by taking deposits from corporate 
clients and other large international banks. 
Since wholesale funding amounts to a sig- 
nificant portion of the international 
funding base, the bank manages its liquid- 
ity with a view to increasing the diversifi- 
cation by depositor type and country, 
extending maturity whenever possible and 
maintaining an adequate cash position in 
foreign currencies. 

The “banks 


enhanced by its access to global money and 


liquidity is further 
capital markets and by maintaining access 
to additional funds with existing counter- 
parties. Such activities require the contin- 
ual development and strengthening of 
relationships with a diverse network of 


dealers and counterparties. 


OFF-BALANCE SHEET ACTIVITIES 

The bank uses various types of off- 
balance sheet instruments in the ordinary 
course of business. These off-balance sheet 
activities can be broadly divided into 
two categories: credit instruments and 
derivatives. 


CREDIT INSTRUMENTS 
Credit instruments, which include 
commitments to extend credit, standby 


letters of credit, financial and non-finan- 
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cial guarantees and commercial letters of 
credit, are entered into primarily to meet 
the needs of customers. These arrange- 
ments are discussed in more detail in Note 
15 to the financial statements on page 48. 


DERIVATIVES 

Derivatives are contracts whose values 
are derived from interest rates, foreign 
exchange rates, equity prices or commod- 
ity prices. The bank utilizes these instru- 
ments, which include swaps, options, 
futures and forward contracts, in two prin- 
cipal activities: sales and trading, and 
asset/liability management. 

Most of the bank’s derivative activities 
are sales and trading related. Sales activi- 
ties involve the design and sale of deriva- 
tive products at competitive prices to 
clients to enable them to transfer, modify 
or reduce current or expected risks. 
Trading activities include market making 
and positioning. Market making involves 
trading with the intention of making a 
profit based on the spread between bid and 
ask prices. Net open market risk positions, 
which are a by-product of these sales and 
trading activities, are typically left open for 
short periods before being hedged in the 
interbank market. Positioning involves 
taking positions for longer periods in order 
to capitalize on anticipated movements in 
markets or instruments and enhance prof- 
itability. Open market risk positions are 


monitored and controlled within prudent 
limits, based on currency and term. 

Asset/liability management involves 
the use of derivatives as a risk management 
tool and includes both hedging and invest- 
ment activities. Common hedging activities 
include the use of interest rate swaps to 
hedge interest rate risk positions arising 
from customer borrowing and lending 
activities, the use of interest rate options to 
hedge prepayment and other options 
embedded in consumer products, and 
foreign exchange forward contracts to 
hedge capital invested in foreign opera- 
tions. Investment activities involve using 
derivatives as a substitute for investments 
in on-balance sheet securities where these 
positions may result in potentially more 
favourable terms depending upon market 
conditions. These activities promote bal- 
anced levels of interest rate risk and aid in 
the bank’s liquidity management activities. 

The notional or contractual amounts 
of the bank’s derivatives are provided in 
Note 15 to the financial statements on 
page 48. Forward rate agreements, interest 
rate swaps and foreign exchange spot and 
forward contracts increased over the prior 
year by $28 billion, $68 billion and $116 
billion respectively. The increases are pri- 
marily attributable to greater demand for 
these instruments from the bank’s clients 
and from continued growth in financial 
markets. 


-» TABLE 21 


DERIVATIVE CREDIT EXPOSURE BY COUNTERPARTY TYPE 


As at September 30 
($ millions) 


ET joo 


Total 


1994 1 DDS: 

Current Credit- Risk- Risk- 

credit equivalent adjusted adjusted 

exposure(1) amount(2) balance balance 

Ut emma tei cst ene en 8 ase $ 7,934 $12,016 $2,394 $1,809 
Pe A ERE RR (MR A ae ee te 726 1,404 - - 
BPP cit erent oe Mae ae A Ail 2,208 3,341 1,665 1,538 
$10,868 $16,761 $4,059 $3,347 


a i a See A BE a aE ae SE es 
(1) Represents current replacement value of all outstanding contracts in a gain position, without factoring in the impact of master netting 


agreements. 


(2) Comprised of current replacement value plus potential exposure calculated in accordance with the capital adequacy requirements of 
the Superintendent of Financial Institutions Canada. 


Interest rate options outstanding are 
lower than in the prior year. This has been 
offset by moderate growth in foreign cur- 
rency options. Interest rate and currency 
futures have increased over the prior year 
as the bank continues to be very active in 
this business. Equity and commodity con- 
tracts, which have grown slightly over last 
year largely in response to client demands, 
remain a relatively small part of the bank’s 
derivatives business. 

Notional amounts of derivatives are 
used as a reference point to calculate pay- 
ments and are a common measure of busi- 
ness volume. Notional amounts, however, 
are not indicative of credit or market risk 


exposure. 


CREDIT RISK 

Credit risk exposure on derivatives, 
also referred to as the credit-equivalent 
amount, is measured as the sum of the 
current replacement value of the contract 
plus an estimate of potential exposure over 
the remaining life of the contract. 

Current replacement value, commonly 
known as current credit exposure, repre- 
sents the cost to replace. a contract at 
current market rates should the counter- 
party default. When the contract has a pos- 
itive market value, it indicates that the 
counterparty owes the bank and creates a 
credit risk for the bank. When the contract 
has a negative market value, the bank does 
not have any credit risk because it is the 
bank who owes the current replacement 
value to the counterparty. 

Potential exposure represents an esti- 
mate of the potential future exposure of 


the contract as a result of market changes. 
Potential exposure is primarily a function 
of the term to maturity and the expected 
volatility of the rate or index underlying 
the contract. 

Bank capital adequacy guidelines, 
issued by the Office of the Superintendent 
of Financial Institutions (OSFI), define the 
amount of capital required to underpin the 
credit risk arising from derivatives. Table 
23 on page 34 shows that the risk-adjusted 
amounts associated with derivatives repre- 
sent only a small fraction of the nominal 
values used to express the volume of 


instruments outstanding. ~ 


Derivative Credit Risk 
Measures 

(% of total notional amounts) 
As at September 30, 1994 


@ Current Credit Exposure 
@ Credit Equivalent Amount 
@ Risk-Adjusted Balance 


Foreign 
Rate ‘Exchange 


Interest 


Contracts Contracts 


The credit exposure on derivatives 
is managed through the same credit 
approval, limits and monitoring proce- 
dures that the bank uses for other credit 


transactions. Credit utilization is checked 
against limits on a daily basis and is subject 
to a standard exception reporting process. 

The bank manages its credit exposure 
by dealing with creditworthy counterpar- 
ties, by managing the size, diversification 
and maturity structure of the portfolio 
and, whenever possible, by using credit 
mitigation techniques. Credit mitigation 
techniques include collateral requirements, 
master netting agreements to effect termi- 
nation and closeout, rights to re-negotiate 
contracts to ensure target market values 
for individual counterparties are not 
exceeded, and settlement netting. 

Termination and closeout agreements, 
often referred to as master netting agree- 
ments, provide for the calculation of a 
single monetary obligation if the counter- 
party defaults or upon the occurrence of 
another event such as insolvency or bank- 
ruptcy. If such an event occurs, the bank 
would have a claim (obligation) to receive 
(pay), only the net sum of the positive 
and negative market values of all indivi- 
dual transactions governed by the master 
agreement. 

Although the bank actively encour- 
ages counterparties to enter into master 
netting agreements, the impact of these 
agreements on the bank’s measure of credit 
risk exposure is only recognized where 
analysis, based on appropriate opinions of 
law, supports such recognition. 

Settlement netting arrangements pro- 
vide for the offsetting of contractual pay- 
ments and receipts, in the ordinary course 
of business, by currency and value date, 
between the bank and its counterparties. 
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The bank believes the overall credit 
quality of its portfolio of derivatives to be 
high. Table 21 on page 31 shows the current 
credit exposures, the credit-equivalent 
amounts and related risk-adjusted 
balances of the bank’s derivatives by coun- 
terparty type. At September 30, 1994, over 
71% of the total credit-equivalent amount 
outstanding was with bank counterparties. 
Based on the bank’s internal risk rating 
system, over 95% of the credit exposure 
relating to swaps, interest rate options and 
foreign exchange forward contracts were 
to counterparties with a credit rating of 
investment grade or better. 

A maturity profile of the bank’s deriv- 
ative instruments is presented in Note 15 
to the financial statements on page 48. The 
majority of the bank’s derivatives are out- 
standing for less than one year. The 
average term of the swaps and interest rate 
option portfolios is approximately 2.1 
years. The bulk of credit exposure for 
foreign exchange forward contracts per- 
tains to contracts with a term of less than 


three months. 


MarkKeT RIsk 

The market risk of derivatives is the 
risk to earnings that arises from move- 
ments in interest rates, foreign exchange 
rates and equity or commodity prices. 

The bank has established risk manage- 
ment policies and limits within which 
exposure to market risk is monitored and 
controlled. Risk management policies are 
reviewed and approved annually by the 
Audit Committee on behalf of the Board of 
Directors. 

Global limits for market risk exposure 
for each of the bank’s major activities are 
established through a formal process 
which includes an assessment of the 
risk/reward trade-off for the product or 
activity and the development of a recom- 
mended limit for the maximum market 
risk exposure. These limits are reviewed 
by the Treasury Risk Management 
Committee with a further review by the 
Asset and Liability Committee for all 
material limits. All limits are approved by 
the Chief Executive Officer. These risk 
limits, which are allocated to trading units, 
are monitored and controlled indepen- 
dently of the trading function. 
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The bank’s activities in the derivative 
markets are further supported by a market 
risk policy group whose mandate is to 
provide an evaluation of market risk 
authority and limit requests, limit utiliza- 
tion and average risk levels, independent of 
the trading function. 

In addition, the group establishes 
volatility and correlation parameters of 
market rates and prices for the estimation 
of market risks in a product or portfolio, 
and reviews the mathematical and simula- 
tion models utilized by the bank. 

Measirement and management of the 
bank’s exposure to market risks is only 
meaningful when the market risks of deriv- 
atives and on-balance sheet instruments, 
such as loans and deposits, are aggregated 
and the resulting net exposures to interest 
rate, foreign exchange and other market 
risks identified. 

A discussion of the bank’s interest rate 
risk management policies and measure- 
ment approach was provided in the 
Interest Rate Risk Management section on 
page 27. . 

The bank is exposed to foreign 
exchange risk in both the spot and forward 
foreign exchange markets. Spot foreign 
exchange risk arises when the total assets 
in any currency do not equal the total lia- 
bilities in the same currency. Unless there is 
a match between the level of assets, liabili- 
ties and off-balance sheet items in each 
currency, there is a risk that exchange rate 
movements may have a negative financial 
impact. 

Forward foreign exchange market risk 
arises when, for a given currency, the 
amount of purchased forward contracts 
that settle on a given date differs from the 


amount of sold contracts that settle on that 


date. Forward foreign exchange rates are 
based on spot rates and mterest rate differ- 
entials between the respective currencies. 
Therefore, forward position mismatches. 
are exposed to mdvements in the interest 
rates applicable to the respective currencies. 

The bank uses the “dollars at risk” 
(DAR) methodology to measure foreign 
exchange market risk. DAR relates poten- 
tial market rate changes directly to their 
impact on before-tax income. It deter- 
mines, with 95% confidence, the worst- 


case impact of currency and interest rate 
differential changes that could occur over 
a three day period. Since DAR considers 
the correlation between various market 
rates, it improves the accuracy of the mea- 
surement of the impact by emphasizing the 
effect of likely combinations of rate move- 
ments and discounting the effect of 
changes that are less likely to occur. Global 
limits for daylight and overnight DAR 
exposure are in place and are further con- 
trolled through sub-limits by currency. In 


addition, the notional amount of forward 


mismatches within different forward 
periods are subject to limits. 

The application of the DAR method- 
ology to interest rate risk is being utilized 
in some units which deal in derivative 
products. This methodology enhances the 
measurement of some of the more complex 
exposures. 

The bank maintains separate limits on 
the market risks related to foreign exchange 
and interest rate options and structured 
transactions, which include barrier options, 
average rate options, compound options 
and spreadlocks. While the limits applied 
to these structured products are moderate 
in relation to global limits in place for the 
bank’s major activities, they provide the 
bank with the capability to respond to 
client demands. These limits also enable 
the bank to broaden its range of products 
offered to larger, more sophisticated clients 
and to maintain its Competitive position in 
the market. 

Simulation models are used to 
measure market risk related to option 
products since these models incorporate 
movements in exchange rates, interest 
rates and expected volatilities, which are a 
measure of the variability of the rate or 
index underlying the contract, over a spe- 
cific time period. The assumptions used in 
these simulation models are continually 
monitored and regularly updated as 
market conditions change. 


OPERATIONAL RISK 

In addition to credit and market risk, 
the bank is exposed to operational risk 
as a result of its derivative activities. 
Operational risk is the potential for loss 


caused by a breakdown in procedures in 


CAPITAL FORMATION 
For the year ended October 31 


($ millions) 1994 1993 1992 1997 1990 
Internally generated capital 
SR TINS ee eos EE ee a5 dasa css sdk dap hails dun fan Casdnsudnesidsoeevadedeicl euldia $1,169 $300 $ 107 $ 983 $965 
Amounts credited (charged) to retained earnings ..........cccsscsssseceeeceecenees 4 (12) 4 (idl) 3 
Be MOTI OD CLALIONS 92% cares 50 Sass: onsets Sas sash sac eRe eleee Meee aah 1,173 288 111 972 968 
1 WBTING Ser seetie oc ital ae aS aR ERT a RP (S32) (518) (484) (455) (433) 
641 (230) (373) ony bs) 
External financing 
Bupordinated debentures .2...2....0...00.00000. Pee ercetes See ee eet eames Sate 35 315 51 WHE 181 
METRO GIGY6) eee jae act re RE ae ea oe 18 654 (67) aye) (5) 
| PP ICLIMGIOGLE cobs cache, Ieee Ane AE eA, a - - 184 276 141 
oe 969 168 1,568 O17 
Total increase (decrease) in capital $ 694 $739 $(205) $2,085 $852 


any of the following processes: trading, 
transaction processing, risk management, 
reporting and legal documentation of 
derivative instruments. Exposure to opera- 
tional risk is managed and controlled in a 
variety of ways. 

Segregation of duties is maintained in 
all key aspects of derivative activities. 
Derivatives held for sales and trading 
activities are valued daily for profit moni- 
toring and risk management purposes. In 
addition, the bank’s internal audit staff 
regularly verifies compliance with credit 
and market risk limits and reviews all 
aspects of trading, transaction processing 
and reporting. 

Systems are continually reviewed and 
enhanced to keep pace with the more 
complex exposures. The bank employs full 
off-site processing and trading systems 
back-up facilities to ensure the ongoing 
capability of key business functions under 
most circumstances. 

The key areas of risk with respect to 
documentation are the legal uncertainty of 
the enforceability of netting agreements in 
any particular jurisdiction and the legal 
capability of a counterparty to enter into a 
transaction. A documentation committee 
has been formed within Treasury Division 
to analyze legal risks and related policies 


and procedures. 


CAPITAL FUNDS 

An important measure of strength for 
a financial institution is its capital base, as 
depositors, debenture holders, sharehold- 
ers and clients derive confidence from the 


size and stability of an institution’s capital. 
In recent years, regulators and rating agen- 
cies have directed a great deal of attention 
to financial institutions’ capital levels. 

With capital levels well in excess of 
regulatory requirements, Royal Bank has 
strong debt ratings, as reflected in senior 
debt ratings of Aa2 from Moody’s and AA- 
from Standard & Poor’s. 

In managing its capital, the bank bal- 
ances two major objectives — a strong level 
of capital and a high return to its share- 
holders. Decisions regarding capital are 
also based upon the expected asset growth, 
anticipated changes in the business mix to 
more or less capital-intensive activities, 
major investment plans, the terms of exist- 
ing issues, and comparisons of the rates of 
existing issues with current and expectgd 
interest rates. 

Capital consists of common share- 
holders’ equity, which includes common 
shares and retained earnings, preferred 
shareholders’ equity and subordinated 
debentures. . 

As shown on the balance sheet on 
page 37, at October 31, 1994, total capital 
was $12.1 billion, an increase of $694 
million from a year ago. Higher retained 
earnings accounted for $641 million or 
92% of the increase in capital. This 
brought common shareholders’ equity to 
$6.3 billion at year-end 1994 from $5.7 
billion a year ago. As a percentage of total 
assets, common shareholders’ equity rose 
to 3.7% from 3.4% at October 31, 1993. 

The preferred share balance increased 
by $18 million to $2.3 billion, as a weaken- 


ing of the Canadian d@lar led to a higher 
translated value of the bank’s U.S. dollar- 
denominated preferred shares. The bank 
had $1.6 billion of non-cumulative pre- 
ferred shares outstanding at October 31, 
1994. These can be converted to common 
equity at various dates beginning in 1999, 
with the prior consent of regulators. 

Subordinated debentures increased 
$35 million in 1994, due also to the weak- 
ening of the Canadian dollar. 

As shown at the end of Noté 11 on 


| page 47, the bank paid out $532 million of 


dividends in 1994, up $14 million from 
1993 due to higher dividends on preferred 
shares. This largely reflects a full year of 
dividend payments on over $600 million of 
outstanding preferred shares Series J and K 
which were issued in the second quarter 
ef 1993. 

Dividends on common shares were 
unchanged from last year, both on a total 
and per share basis. 

The Bank Act forbids the payment of 
dividends if there are reasonable grounds 
for believing the bank is violating, or that 
the payment of dividends would cause the 
bank to violate, regulations regarding the 
maintenance of sufficient capital and ade- 
quate forms of liquidity. These require- 
ments do not currently limit the payment 
of dividends on any of the bank’s shares. 


CAPITAL ADEQUACY GUIDELINES 

A discussion of the Canadian regula- 
tory risk-based capital adequacy guide- 
lines, originally developed in 1988 by 
the Bank for International Settlements, is 
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RISK-ADJUSTED ASSETS 
As at October 31 


($ millions) 
On-balance sheet assets (1) Balance Principal 
sheet risk Risk-adjusted balance 
amount weight 1994 1993 
Cash and deposits with Bank of Canada ...........cesescesereeereerecscesensenseseneeneescenensenees $ 1,187 0% Sek ps 
Deposits with other banks ............cscscsscssesceencereeerscnceesnsesensscssscsseosossensenseersnesnennes 15,262 20% 3,007 1,844 
Securities issued or guaranteed by Canada, provinces, 
municipalities or other OECD COUNtIIES .........ceseereeeeereeseeseesseseenseessentesseseeeseeneenees 20,236 0% 85 89 
Otek SECULIEIES 5k cc csc cche alates 02s Gon eat tinea were ee eo tae ten ste nine Snes by geen ss aaieamnsieetine aaa saa eee 6,470 100% 5,538 4,461 
Loans issued or guaranteed by Canada, provinces, 
municipalities or other OECD COUNtLIES..........cceceeeccenecesreoseceseeensseesssonesseesoesees 5,806 0% 382 357 
MOntga GeSccrcttes tence-snessce sits cssocorsesnreseecestsceneeayacaiiectnesengatanseue saree rue teeta uaceenese a7] h OO eee 50%. 19,795 ae oe7 
Other: lo atys cae fs ceesc scorer codenstesasdduvaccod@oeuph cere eats cUsaatettre oie eae tie eee eee teens 62,390 100% 54,083 56,762 
Customers liability under acceptanices..c2...0-...c-2esssnesseccset eet eee erste racer 6,205 100% 6,037 6,191 
CVEHER ASSETS fee ce Fodececuuiowa de caeo Foca nc ocedenlc cs gantucRy cas alec vou neane tee eae Oe UE Bena ie ee eee nS eee 7,303 100% 4,288 4,381 
$172,749 $93,215 $94,452 
Off-balance sheet financial instruments (1) (2) Credit — Credit — Principal 
Contract conversion equivalent risk Risk-adjusted balance 
amount factor amount weight 1994 1993 
Credit instruments 
Guarantees and standby letters of credit: 
Pimamciall 2 <6 es.sescaaeur Ge eete wana eet as sake eee ee $305.191 100% $ 5,191 100% $ 5,080 $ 5,053 
Non-financial a.ccuatertecsresssicnee ee oeees at a ee 1,924 50% 962 100% 958 832 
SeCurities |OMCiN ge ve.1,.05, caseuurchacdeeanceeseee sent tee een 7,586 100% 7,586 100% 501 15826 
Documentary and commercial letters of credit ...............066++ 779 20% 156 100% 140 130 
Commitments to extend credit: 
Original term to maturity of One yearior lessee 87,131 0% ~ 0% - - 
Original term to maturity of more than one year.............. 33,583 50% 16,792 100% 16,102 11,268 
Note issuance/Revolving underwriting facilities.................5 251 50% 125 100% 103 E35 
Total credit instruments $136,445 $30,812 $22,884 $19,244 
Contract Credit — equivalent amount (3) Principal Risk-adjusted balance 
Derivatives amount Current Potential Total risk weight 1994 1993 
Interest rate contracts: 
Forward rate agreeMents..........0..1000sce00se0eeee $397, 0S eno meeo5 Sets oo 20% $ 22 $ 15 
Futures COmteacts (hl o.c.ne cesar se eee 535797 - - - 0% - - 
SWAP-COULLACESMe en tatters PRES ice 273,296 3,234 The ae 4,033 20% 1,080 1,308 
Options purchasedit4 ew eee acs, 29,592, 301 90 391 20% 106 Td. 
OpPuons, Wialttenn Nimmeta eta oe 29,758 - - — 0% ~ - 
3,630 893 4,523 1,208 1,400 
Foreign exchange contracts: 
Spot and forward comttactss ee ee 404,100 5,863 4,044 9907, 20% 2,169 1373 
Futusescontracts (4). ..c ee ee 605 - = - 0% = e 
SWAp CONEACES a.jace ee e ee 16,530 1,020 736 1,756 20% 525 448 
Options purchased (4) 57. ee 20,265 302 210 S12 20% 128 109 
Options writtens(5)) 5... eee eee 21,263 - ~ - 0% = a 
7,185 4,990 12,175 2,822 15930 
Equity and commodity contracts 2,394 53 10 63 20% 29 AW, 
Total derivatives $10,868 $5,893 $16,761 $ 4,059 $ 3,347 
Total off-balance sheet financial instruments $47,573 $26,943) 3 225591 
Total risk-adjusted assets $120,158 $117,043 


eee ee ee OCS se a ee ae 

(1) Risk-adjusted assets include the on-balance sheet assets and off-balance sheet financial instruments of all subsidiaries except for 
insurance subsidiaries. 

(2) Off-balance sheet financial instruments, except those relating to guarantees and standby letters of credit, are as at September 30. 

(3) Credit-equivalent amounts for derivatives consist of (i) the total current replacement value of all outstanding contracts in a gain 
position, without factoring in the impact of master netting agreements, and (ii) an amount for potential exposure on the basis of the 
total contract amount split by remaining term to maturity, calculated in accordance with the capital adequacy requirements of the 
Superintendent of Financial Institutions Canada. 

(4) Foreign currency and interest rate futures and some purchased options are traded on exchanges and are subject to daily margin 
requirements. Therefore, such instruments are deemed to have no additional credit risk. 

(5) Written options represent obligations (rather than assets) of the bank and as such do not attract credit risk. 
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TABLE 24 


CAPITAL RATIOS 


As at October 31 
($ millions) 1994 1993 1992 1991 1990 
Tier 1 capital 
MEMEO MESINATENOIGELS EQUITY: .cc0css ceodessclccsescisvseoacass deceeeesccssaetestsessens $7 6:5235 © 99. 5.652." 96,912 9d 6.101 $5,308 
Ram UINULAtIVe PrCLerLCd SHALES: ...0.00.20.0e2sesanesictaesoacccusecssesces<oceddisess 1,609 1,594 948 924 400 
INon-controlling interest in subsidiaries ...............:scscsccssecssosssseeccsosecees 93 81 75 vB) 98 
ss cet TE (UL eaten ee pc (365) (447) (195) (160) (94) 
7,660 6,910 6,740 6,938 Sine 
Tier 2 capital 
Permanent preferred shares and subordinated debentures ...............6+. 1,063 1,050 1,018 O71 989 
Non-permanent preferred shares and subordinated debentures (2)..... 2,806 2,980 23728 2,780 Peo 27, 
Nen-controlling interest in subsidiaries ..2..:....ssosesssessoorcovecsesseeseesese - 5 - - - 
ieee MUVESLINENT Ifl ASSOCIATEd COLPOFaLIONS............csseccveneeseseecccveosncene (4) (4) (3) (3) (3) 
3,865 4,031 3,743 3,748 25813. 
Total capital $11,525 $10,941 $10,483 $10,686 $8,525 
Risk-adjusted assets 
On-balance sheet assets 993215 gS 94.452, 9 91,927 a 94 128 92543 
Off-balance sheet financial instruments 26,943 22591 22 ov A 19,863 WOOO 
Total risk-adjusted assets $120,158 $117,043 $114,298 $113,975 $115,035 
Tier 1 capital to risk-adjusted assets 6.4% 5.9% DIYs 6.1% 5.0% 
Tier 2 capital to risk-adjusted assets 3.2% 3.4% B23 70 3.3% 2.4% 
Total capital to risk-adjusted assets 9.6% 9.3% 92% 9.4% 74% 
Common shareholders’ equity to risk-adjusted assets 5.3% 4.9% De 7o 5.4% 4.6% 


(1) Goodwill existing before October 31, 1988 is deducted from Tier 1 capital in the following proportions: ¥3 in 1990, */; in 1991 and 


in full in 1992 and thereafter. 


(2) Preferred shares and subordinated debentures which are within five years of maturity are subject to straight-line amortization to zero 
during their remaining term and, accordingly, are included above at their amortized value. 


provided below. Significant differences 
between the approaches used in Canada 
and in the United States are highlighted. 


CALCULATION OF RISK-ADJUSTED 
ASSETS 

As shown in Table 23 on page 34, 
risk-adjusted assets are determined by 
applying “risk weights” to both on- 
balance sheet and off-balance financial 
instruments. The “risk weights” depend on 
the relative credit risk of the counterparty 
and vary from 0% for claims on or guar- 
anteed by the Canadian Government and 
other countries of the OECD to 100% for 
consumer and corporate loans. A risk 
weight of 50% is assigned to residential 
mortgages, which make up 38% of the 
bank’s total loans. 

Before risk-adjusted balances can be 
calculated for off-balance sheet instru- 
ments, they must be converted to credit- 
equivalent amounts. In the case of credit 
instruments such as guarantees, letters of 
credit and commitments to extend credit, 
the credit-equivalent amounts are calcu- 
lated using “credit conversion factors” 


which depend upon the nature of the 
instrument and the original term to matu- 
rity. The calculation of the credit-equiva- 
lent amount for derivatives, which is the 
sum of the current credit exposure plus 
potential exposure, has been explained in 
the Derivatives section of the off-balance 
sheet activities discussion on page 30. 

As shown at the bottom of Table 23 on 
page 34, total risk-adjusted assets at 
October 31, 1994 were $120.2 billion, up 
from $117.0 billion a year ago. Off-balance 
the 


increase, largely due to higher commit- 


sheet instruments accounted for 
ments to extend credit. Partially offsetting 
this was a $1.2 billion decline in the risk- 
adjusted amount for on-balance sheet 


assets, reflecting lower corporate loans. 


REGULATORY CAPITAL REQUIREMENTS 
There are two tiers of regulatory 
capital. Tier 1 capital consists of common 
shareholders’ equity, non-cumulative per- 
petual preferred shares and non-control- 
ling interest in subsidiaries, less goodwill. 
Tier 2 capital comprises preferred 
shares other than those included in Tier 1 


capital and subordinated debentures, less 
investments in associated corporations. 
Non-permanent preferred shares and sub- 
ordinated debentures are limited to 50% 
of Tier 1 capital. In addition, Tier 2 capital 
cannot exceed Tier 1 capital. 

Total capital is the sum of Tier 1 and 
diem 2) capitals In “Ganada, banks are 
required to have a minimum Total capital 
ratio of 8%, with Tier 1 capital comprising 
at least half of Total capital. 

At October 31, 1994, Royal Bank’s 
Tier 1 and Total capital ratios were 6.4% 
and 9.6% respectively, up from 5.9% and 
9.3% a year ago. These increases reflect 
internal capital generation in 1994. 

Bank regulators in the United States, 
unlike in Canada, allow a portion of 
general provisions for credit losses, includ- 
ing those related to country risk, to be 
included in Tier 2 capital. In addition, 
cumulative permanent preferred shares are 
classitied as tier 1, not lier 2,:capital. 
Using the U.S. definition, the bank’s Tier 1 
and Total capital ratios would have been 
6.5% and 10.0% respectively at year-end 
1994. 
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MANAGEMENT'S RESPONSIBILITY 


FOR FINANCIAL REPORTING 


The financial statements of Royal Bank of Canada were 
prepared by management, which is responsible for the integrity 
and fairness of the data presented, including the many amounts 
which must of necessity be based on estimates and judgments. The 
financial statements were prepared in accordance with generally 
accepted accounting principles, including the accounting require- 
ments of the Superintendent of Financial Institutions Canada. 
Financial information appearing throughout this Annual Report is 
consistent with the financial statements. 

In discharging its responsibility for the integrity and fairness 
of the financial statements and for the accounting systems from 
which they are derived, management maintains the necessary 
system of internal controls designed to provide assurance that 
transactions are authorized, assets are safeguarded and proper 
records maintained. These controls include quality standards in 
hiring and training of employees, written policies and procedure 
manuals, a written corporate code of conduct and accountability 
for performance within appropriate and well-defined areas of 
responsibility. 

The system of internal controls is further supported by a com- 
pliance function, which ensures that the bank and its employees 
comply with securities legislation and conflict of interest rules, and 
by an internal audit staff, which conducts periodic audits of all 
aspects of the bank’s operations. 

The Board of Directors oversees management’s responsibili- 
ties for financial reporting through an Audit Committee, which 
is composed entirely of directors who are neither officers nor 
employees of the bank. This Committee reviews the consolidated 
financial statements of the bank and recommends them to the 
Board for approval. Other key responsibilities of the Audit 
Committee include reviewing the bank’s existing internal control 
procedures and planned revisions to those procedures, and advis- 
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ing the directors on auditing matters and financial reporting 
issues. The bank’s Compliance Officer and Chief Internal Auditor 
have full and unrestricted access to the Audit Committee. 

The Superintendent of Financial Institutions Canada, at least 
once a year, makes such examination and enquiry into the affairs 
of the bank as he feels necessary to satisfy himself that the provi- 
sions of the Bank Act, having reference to the safety of the deposi- 
tors and shareholders of the bank, are being duly observed and 
that the bank is in a sound financial condition. 

Deloitte & Touche and Price Waterhouse, the independent 
auditors appointed by the shareholders of the bank upon the 
recommendation of the Audit Committee, have examined the 
financial statements and their report follows. The shareholders’ 
auditors have full and unrestricted access to the Audit Committee 
to discuss their audit and related findings as to the integrity of 
the bank’s financial reporting and the adequacy of the system of 
internal controls. 


ALLAN R. TaYLoR 
Chairman 


JOHN E. CLEGHORN 
President & Chief Executive Officer 


J. EMILIEN BOLDUC 
Vice-Chairman & Chief Financial Officer 


Montreal, December 5, 1994 


To the Shareholders of Royal Bank of Canada 


We have audited the consolidated balance sheet of Royal Bank 
of Canada as at October 31, 1994 and the consolidated statements 
of income, changes in shareholders’ equity and changes in finan- 
cial position for the year then ended. These financial statements 
are the responsibility of the bank’s management. Our responsibi- 
lity is to express an opinion on these financial statements based on 
our audit. 

We conducted our audit in accordance with generally 
accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall 
financial statement presentation. 


36 Roya BANK oF CANADA 


In our opinion, these consolidated financial statements 
present fairly, in all material respects, the financial position of the 
bank as at October 31, 1994 and the results of its operations and 
the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles, includ- 
ing the accounting requirements of the Superintendent of Financial 
Institutions Canada. 

The consolidated financial statements for the years ended 
October 31, 1993 and 1992 were audited by Deloitte & Touche 
and Peat Marwick Thorne who expressed an opinion thereon 
without reservation in their report dated December 6, 1993. 


DELOITTE & TOUCHE 
PRICE WATERHOUSE 
Chartered Accountants 


Montreal, December 5, 1994 


AUDITED FINANCIAL STATEMENTS 


CONSOLIDATED BALANCE SHEET 


October 31, October 31, 
(in millions of dollars) 1994 1993 
ASSETS 
Cash resources 
CRE DOSE saat bani OF GallAGar.sacceellecth cas csccniantesvceaeeshe cotecccon oe cubesenkssbocsube sen ude Maceditese: Sienislo7 Seio76 
MRE POL C IAD Kore ar Recs cts nc. sae state itc. Seescte es onlos soe tacocassedtoeaciwmcesnu hab tote dei Wookcneusbeiaddes 15,262 9,501 
16,449 10,874 
Securities (note 3) 
es NEE ENE SCE OUIC staal ite ge aan ee a at Wee RR A SESS On eT Lior Pra 9 ee Sea eR 15,677 14,330 
atta oe ne ee eee se Cems ra gows aye dvata Uakwsives a chensaadceacsusacnnicices sadlustdacetseotromRevemabee, 11,098 8,309 
“7S. PSST get ceed seliacene ase aR Rei nan i eR ne Pet eR SO IN 920 i372 
27,695 24,011 
Loans (note 4) 
ve SITE VHGA URIS pep cn el eRe RA RA a ERA ART nv GE He A 44,086 43,738 
wer omerinstalment,. credit card and other personal loans....:.s...0c0.s0.s0sc.scss-0s-secssessoetseersoetoososo verses 19,758 19,508 
a Rie EIN GINS OW oUt N IE MILO LIS) oe ea ec pea oe so otras 04s Pan cade Co ne bon sees Subst beusteanicanedssusesesioedontaabelaemiovoeves 51,542 93,223 
115,386 116,469 
Other 
meme Usa A NU VANIICeIZAC CE PUATICES <0. 21.5 secs cond nie <cas' act dua cot cabanveviesauecwaseacecodedodelstdvoguentacheteassdenene eae 6,205 6,302 
MME RTE EC END INC INGE) O)) ies coli cae tact Data = ones Sewage esbanea ter Geawandece caventantaniaven sac eemuonnetecseseate L975 2,057 
MRR SERB LOC sie ene ae Mac We 1 reese dks oes RG Ra go tes wie eis da an butse a sabbasee odode sdinsauaspiseaastabeces 5,369 5228 
13,549 13,587 
$173,079 $164,941 
LIABILITIES AND SHAREHOLDERS' EQUITY 
Deposits (note 8) 
ETE MIRIT To rece ioc ces cin aoneekteriblastaaiceseacdemstnccssivesh ccucecicvussiacdstonceseraduneeeeacs $ 85,214 $ 84,696 
RNS SEE NCH OGY CRIMI CMTS Se ease SNe sti asec cece caste se eee -anscsus conn assaenssonaedeecsssoncessececeeteras coupensvoreecaes 36,422 333758 
PLR nse nant ipenac ale tani ee OTe AE EEE Se aR ete Ee rsd Steen ce 14,179 11,922 
135,815 1502399 
| (CHIS MTS TIGSS). aan caoatenie oie aU een 0 BID ee peuBie: Bho se cb cOhey a garcrchaaiceun ceo esac cnace eecados onan ecTAu aac anne 6,205 6,302 
MRE TAITALSELLEIESPFOLE. DI ete es sate ccacccccoteccornsncasse et ohestamet A doenavok ccvandeseasacavesssnesobs scouts yassnssleny satenster scores 18,993 16,868 
BUENOS AT COICO CIICOULES7L0LC LO) ciccrrsccce nee ceccoee cas anssscnonceteten nese cnevtcusacoesovagsncrseven sugietecreettete renters 3,477 3,442 
164,490 157.011 
Shareholders’ equity 
Capital stock (note 11) 
| PASAY eT ft EIR, Sele ie IIT ale Rint ry ere ERP PPM OPI rie eT RCP TE 3 ort eee 2,266 2,248 
COTTA RYEN Tg Ry Rae ce noon ecocton poate cmocac sp sccHosee 2,910 2,910 
Retained Carmings ............ccessceocsserssoronssvsccoscodnesecsnecenssnnssacsecenaceossansoscesucesncoosscessnesenseorsnnconrcan¢edsonses 3,413 ne 
8,589 7930 
$173,079 $164,941 
ALLAN R. TAYLOR JOHN E. CLEGHORN 
Chairman President & Chief Executive Officer 
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CONSOLIDATED STATEMENT OF INCOME 


Year ended Year ended Year ended * 
October 31, October 31, October 31, 
(in millions of dollars, except per share amounts) 1994 1993 1992 
Interest income ; 
THO AVIS Sees eee aoe PETE enon ho ORE Sect ROM ee esos eee nomen cre $ 8,954 $8,175 $ 8,968 
SECULIELES a6. esac cee veeee ee eee cease ov eee Ra Me neeeteomncaenescenonenetes 1,304 1,174 869 
Deposits with barks: 21.cc--ceeststec ce. <s--cnnhcone senncienrmeetentte cee scnte a0 exer naats=ceasueneaes 479 Sy All 421 
10,737 9670 ee 
Interest expense 
De POSES! ssc. gn senccSecacsvaee auceea toners tesoScsans Memes dpenees shore eaaatas hares enc cee eer menenr 5,521 4,923 5,832 
Subordismated debentures: 22 caivcseesstoseeeecseeyooeeteee cerca cc cect eae ee eee 268 245 257 
Otic toed escecacdaes anced avn ceeddaaateae a abeuccek co eter Renee Rene ete ee eegea ee eeaen ee Meer meres 280 109 79 
6,069 2/7) 6,168 
INeetsiniterest Am COmie cc oessc.tenescocsncccdset scnscotet onsen tnneyen tea ee Ree sett eto eee Mane 4,668 4,393 4,090 
Provision. for crédit losseg ser. scccsoetsssr cesses Raster oe nee 820 1,750 2,050 
3,848 2,643 2,040 
Other income 
Deposit and payment service: charges crestsesee rae ete eee ee ee 661 649 654 
Capital marketitees scccccc.scsiscsncstoc- toss sSedeaoteene eaeen ete eee ees eae eee eee 567 456 356 
Cand Service £Evieniess ices oeeccas-ceeh coc coeettie tence sees caters ane ee 303 230 DANS) 
Foreign exchange revenue cccseeccecsstonerecrtec os sects tahoe a teen cee 279 285 293 
Investment managenientand custodialfiees. cee inceent ne ee 255 101 82 
Mutual tund revenues <.uiecx.ccs-ssacttessnceeeeesteeraeenoe en ec aeee emanate eae 202 64 37 
CHET see, wwraconasdtesvenpecceaeerstandenssiesceestossde Gt onesS AAS e eae Terence ene ee ee 430 312 306 
2,697 2097, 1,941 
6,545 4,740 3,981 
Non-interest expenses 
Fhaman resources iccctienntis etree ee 2,675 2310 2,160 
OCCUPANCY... -ccesscsarassacunnadd oosanahacscsvesarecbeee ste MeCee ne SeteeES aCe ERE neonate ea 478 418 400 
EQUIP IMM ce, Ba nsesenecceseaccnssvenscecestesoucacke si tece Mee oeeeee nent eee ee 460 396 377 
COmMMMMUTICATIONS sc dic.sts.feeccaencetessscnsaretssdsscd oatoetees Soe Renee eC ee 469 B92 387 
ROS tr CHUSIN Gs cise! sc cace is ceeds ok saushcoe ssskecdices bce oe ee eee - 410 130 
O thet visce cx. choatercieseattnees aI CO ee 602 490 464 
4,684 4,416 3,918 
Net'mcome before income taxesis...0--...02. cee ee 1,861 324 63 
Income taxes: (nore 1.2). (ie ee ete eo, gee ne na 655 (5S) (65) 
Net income before non-controlling interest ..................ccscccssscsseescccenececeeecceeees 1,206 329 128 
Non-controlling interest in net income of subsidiaries..........:.s:ccsscescceeeseeeeeeees 37 Zo zl 
Net income $ 1,169 $ 300 $ 107 
Earnings (loss) per common share (note 13) $3.19 $ 0.46 $ (0.05) 
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 


Year ended 

4 October 31, 
(in millions of dollars) 1994 
Capital stock 
WM ee rea De IDOL CAL ccc. 8 eccecedslicc tal ccaviunosdedeysteseshcidh cdobtecu vonseecdsdovectechs $5,158 
Bremerton nrcierred shares fof Cash (71006 11) .:.....0scasccaecechcasesssasssisstsidcovesccscooodes - 
BE eOrrcOimnon snares (Or Cash (7016 11)).....1-.cc.decsescecssoecssesscsocetsoseeseccscccocee, - 
Preferred shares redeemed and purchased for cancellation .........ccccsccessssseeseeees - 
Translation adjustment on shares issued in foreign CULreNCY ......c.cecesseseseeeeeeeee 18 
Balance at end of year $5,176 
Retained earnings 
BUM AGC OlINIOCO VEAL secscf.cs: osecksekssssesedeacdsvvssoocisedet edestusiigaloesscboteorstoves $2,772 
OO CEENIIYS needs al SA ia oA a 1,169 
1 cuind (COTS ANIA oe Gi eg RE PO Ee eee a ce (532) 
MP eteCHOL SALE ISSUES, TICE Of INCOME TAXES .5........s-ccscsseeasescsnnsonoenesscoeseoterstens - 
Unrealized foreign currency translation gains and losses, net of hedging 

PRM SENET CIAL MITICOING FAXES (054,050 cksseests<eaposeonkssecessnsoseccesvstrecetsesesees 4 

Balance at end of year $3,413 
Shareholders’ equity at end of year $8,589 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Year ended 
October 31, 
(in millions of dollars) 1994 
Cash flows from operating activities 
PRE ER ene cc Longs se ccca ee snuace sade ucudassleahGiia.wedadsvees (ebuecdivvavecees $1,169 
Adjustments to determine cash flows from operating activities: 
rer ASUO TAL OTECLCIL LOSSES erete cnt. aoc eccccc dee ck sseuecnvessaeescevercsossucanensansestoches ee: 820 
Bret eRbeCC OIE LA XCSV(72OLE11 2) o.0e ba eacccs stack codeusscajansonsesosgocnsddesocascoottesatvonte 183 
MRE ABLORM re eer a nace te ones Co rae cand venus babe sna etd cs oe setdeesasesges cescsacbe ects 335 
iNepenanes im accrued interest receivable and payable ...0.....2........sc2020-c000 (414) 
Cos PGE USI TITS noc pte OR rg Re i ee eet Se AE (310) 
1,783 
Cash flows from financing activities 
BN PANT ECea SERIIECIO POSES Arcee th care acc an assis sadewso Zaha ceisleeddsoanadavabaseveasacatetadeanse 5,416 
Net increase in obligations related to assets sold with recourse 
DAMINCE TALE) UEC A Se: Ag FECIMENIS cu s.c o25 2004s soancacacaasesssweaccedscpeskinqcsssesenesson5ce S25 
issue Omsubordinated debentures (7066.10) «. ccsecc.c.s000.siseneresongsesorssesarscdseees -- 
Mee OCELETL CC SHALES (7201 Cdl io eco ncccsSas ata casece tentovabsscoschegcsstnen>+ateesatae?s - 
Preferred shares redeemed and purchased for cancellation ...........scesceseeeees - 
De et COMMMON SHALES «(17016 L) (ss. cccecs toni desoxsesncnsdniee6EecseasSsddeeseonsnstsddeneaees - 
BE RGHCTI SRL LOU CL estar oas oe Ne on tues Sent Fae oP aea dese Pav assed teSatoags soasesds ouens SiuNaSters (532) 
By oe TMC TG TCG 52 Recs vail ces den sh co oases Sno ahseneepiroenins SERSGHa sents uae mentees (908) 
-agi 
Cash flows from investing activities 
Net change in deposits with other banks. ...........c.ssccsscsesrssresserssersesceoseeees (5,761) 
PN GEMITCLCASE TIEN SECU CICS oetie tac tastecccsdarnyeseanent vento.os cca cccsssesusseescceeenvasecmeceuerces (3,061) 
ENE ERINELE ASE TIEDNOATI Serre an ter ccecer ec cecenes cc. sesussat-cosenssdetcenvossesies sececonecdicncueseas (292) 
Net acquisitions of premises and equipMEnt............ecesserereesereerereessessneees (253) 
Net increase in obligations related to securities sold Short .......:.:csseeeeeee: 207 
Consideration paid for purchase of Royal Trust...............ssssesseseesseseossoeeoees - 
(9,160) 
Net change in Cash and deposits with Bank of Canada ...........::ssseseeeseseeeees (186) 
Cash and deposits with Bank of Canada, at beginning of year ............seeee 1,373 
Royal Trust — Cash and deposits with Bank of Canada, 
trate Of ACCUISELTOMNs 22 .e eee sesh ecesacesssaceencheseaccgyneseseeccnrs<fepcctaceneeccccessarsnsass - 
Cash and deposits with Bank of Canada, at end of year $1,187 


Year ended 
October 31, 
DDS} 


$4,504 
612 


$7,930 


Year ended 
October 31, 
1993 
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Year ended 
October 31, 
1992 


$4,387 


184 


Year ended 
October 31, 
1992 


$2 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(all tabular amounts are in millions of dollars, except per share amounts) 


4. SIGNIFICANT ACCOUNTING POLICIES 


Pursuant to the Bank Act, the consolidated financial state- 
ments of Royal Bank of Canada are prepared in accordance with 
generally accepted accounting principles, including the accounting 
requirements of the Superintendent of Financial Institutions 
Canada. 


Certain comparative amounts have been reclassified to 
conform with the current year’s presentation. 

The significant accounting policies followed in the prepara- 
tion of these financial statements are summarized below. 


Basis of Consolidation 

The consolidated financial statements include the assets and 
liabilities and results of operations of all subsidiaries after elimina- 
tion of intercompany transactions and balances. The bank 
accounts for the acquisition of subsidiaries using the purchase 
method; any difference between the cost of the investment and the 
fair value of the net assets acquired is amortized over appropriate 
periods of up to 15 years. 


Translation of Foreign Currencies 

Assets and liabilities denominated in foreign currencies are 
translated into Canadian dollars at rates prevailing on the balance 
sheet date; income and expenses are translated at prevailing 
quarter-end rates. 

Unrealized foreign currency translation gains and losses (net 
of hedging activities and related income taxes) on investments in 


Securities 

Securities comprise investment account and trading account 
securities as well as loan substitute securities. Obligations related 
to securities sold short or under repurchase agreements are included 
in “Other liabilities”. 

INVESTMENT ACCOUNT SECURITIES are purchased with the 
original intention to hold the securities to maturity or until market 
conditions render alternative investments more attractive. Equity 
securities are stated at cost and debt securities at amortized cost. 
Premiums and discounts on debt securities are amortized to inter- 
est income from securities using the yield method over the period to 
maturity of the related securities. Gains and losses realized on dis- 
posal of securities, which are calculated on an average cost basis, 


Loans 

Loans are stated net of an allowance for credit losses and 
unearned income, which is comprised of unearned interest and 
unamortized loan fees. 

NON-ACCRUAL LOANS are those placed on a cash basis because 
there is reasonable doubt regarding the collectibility of principal 
or interest. Whenever a payment is 90 days past due, loans other 
than credit card balances are automatically placed on a non- 
accrual basis unless they are well secured and in the process of col- 
lection. All loans are classified on a non-accrual basis when a 
payment is 180 days in arrears. Upon classification of a loan to a 
non-accrual basis, any previously accrued but unpaid interest 
thereon is reversed against income of the current period. In subse- 
quent periods, interest received on non-accrual loans is recorded 
as income only if management has determined that the loan does 
not require a specific provision for loss; otherwise interest received 
is credited to principal. Non-accrual loans are restored to an 
accrual basis when principal and interest payments are current and 
there is no longer any reasonable doubt regarding collectibility. 
Where a portion of a loan is written off and the remaining balance 
is restructured, the new loan is carried on an accrual basis as long 
as there is no reasonable doubt regarding the collectibility of prin- 
cipal and interest, and payments are not 90 days past due. 
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The equity method is used to account for investments in asso- 
ciated corporations, which are corporations in which the bank 
holds at least a 20% interest but does not exercise control. The 
bank’s share of earnings of these associated corporations and gains 
and losses realized on dispositions of investments in associated 
corporations are included in income from securities. 


foreign branches, subsidiaries and associated corporations are 
recorded in Retained Earnings. On disposal of such investments, 
the accumulated net translation gain or loss is included in income. 
Other foreign currency translation gains and losses (net of hedging 
activities) are included in income. 


and write-downs to reflect other than temporary impairment in 
value are included in interest income from securities. 

TRADING ACCOUNT SECURITIES, which are purchased for 
resale over a short period of time, are stated at estimated current 
market value. Gains and losses realized on disposal, and unreal- 
ized valuation adjustments, are included in interest income from 
securities in the period in which they occur. 

LOAN SUBSTITUTE SECURITIES are customer financings which 
have been structured as after-tax investments rather than conven- 
tional loans in order to provide the issuers with a borrowing rate 
advantage. Such securities are accorded the accounting treatment 
applicable to Loans. 


COLLATERAL is obtained if, based on an evaluation of the cus- 
tomer’s credit-worthiness, it is considered necessary for the cus- 
tomer’s overall borrowing facility. Collateral would normally be in 
the form of assets such as cash, government securities, shares, 
accounts receivable, inventory, or fixed assets. 

CAPITALIZATION OF INTEREST occurs only when this forms 
part of the terms of credit and management has determined that 
the collectibility of both principal and interest is not reasonably in 
doubt. : 

ASSETS ACQUIRED IN SATISFACTION OF A PROBLEM LOAN are 
recorded at the lesser of fair value at the date of transfer or the car- 
rying value of the loan. Any excess of the carrying value of 
the loan over the fair value of the assets acquired is written off. 
Operating results and gains and losses on disposal of these assets 
are treated as loan write-offs or recoveries. 

Fees which relate to such activities as originating, restructur- 
ing or renegotiating loans are recognized as “Interest income” 
over the expected term of such loans. Where there is a reasonable 
expectation that a loan will result, commitment and standby fees 
are also recognized as “Interest income” over the expected term of 
the resulting loan. Otherwise, such fees are recognized as “Other 
income” over the commitment or standby period. 


eee 


Allowance for Credit Losses 

The allowance for credit losses is maintained in an amount 
considered adequate to absorb anticipated credit-related losses. 
Credit losses arise primarily from loans but also derive from 
deposits with other banks, derivatives, loan substitute securities 
and other credit instruments such as acceptances, guarantees and 
letters of credit. The allowance is increased by provisions for credit 
losses which are charged to income, and reduced by write-offs net 
of recoveries and by losses realized on sales and exchanges of loans 
to less developed countries (LDCs). 

SPECIFIC PROVISIONS are established on an individual facility 
basis to recognize credit losses on most types of exposure. For 
consumer instalment loans, an aggregate provision is recorded by 
reference to historical ratios of write-offs to balances outstanding. 
For credit card balances, no provisions are recorded; instead, bal- 
ances are written off when no payment has been received for 
180 days. 


A COUNTRY RISK PROVISION is made in respect of aggregate 
exposure in a number of LDCs based on an overall assessment 
of the underlying economic conditions in those countries. 

GENERAL PROVISIONS are established to absorb credit losses 
attributable to the deterioration of credit quality on aggregate 
exposures including those in particular industries or geographic 
regions (excluding LDCs), for which specific provisions cannot yet 
be determined. 

WRITE-OFFS are generally recorded after all reasonable 
restructuring or collection activities have taken place and the 
possibility of further recovery is considered to be remote. 

LOSSES REALIZED ON SALES AND EXCHANGES OF LDC LOANS 
represent the excess of the face value of the loans given up over the 
cash and/or the fair value of the loans or securities received. 


Acceptances 
The potential liability under acceptances is reported as a 
liability in the balance sheet. The recourse against the customer 


in the case of a call on these commitments is reported as an 
offsetting asset of the same amount. 


Premises and Equipment 

Premises and equipment are stated at cost less accumulated 
depreciation. Depreciation is recorded principally on the straight- 
line basis over the estimated useful lives as indicated herein. Gains 
and losses on disposal are recorded in “Other income”. 


Income Taxes 

The tax allocation basis of accounting is followed, under 
which income taxes on specific transactions are recorded in the 
periods in which the transactions are recognized for accounting 
purposes regardless of when the transactions are recognized for 
tax purposes. Income taxes comprise amounts applicable to 
income included in the Statement of Income and to items charged 
or credited to Retained Earnings. 


Derivatives 

Derivatives are used in sales and trading activities to provide 
clients with the ability to manage their market risk exposures. 
Derivatives are also used to manage the bank’s own exposures to 
interest, currency and other market risks. The most frequently 
used derivative products are foreign exchange forward contracts, 
interest rate and currency swaps, foreign currency and interest rate 
futures, forward rate agreements and foreign currency and interest 
rate options. 

When used in sales and trading activities, derivatives are 
marked to market and the resultant gains and losses are recog- 
nized in “Other income” immediately, except where the portfolio 
is primarily comprised of instruments with initial terms of more 
than two years. In the latter case, a portion of the mark to market 


Buildings 

Computer equipment 

Furniture, fixtures and 
other equipment 

Leasehold improvements 


25 to 50 years 
3 to 10 years 


7 to 10 years 
term of lease plus first option period 


Deferred income taxes accumulated as a result of timing dif- 
ferences are included either in “Other assets” or “Other liabilities” 
as applicable. In addition, the Statement of Income contains items 
which are non-taxable or non-deductible for income tax purposes 
and accordingly cause the income tax provision to be different 
than it would be if based on statutory rates. 


gain is deferred and amortized to “Other income” over the life of 
the instruments to cover related credit risk and administrative 
expenses. Market values are determined using pricing models 
which incorporate current market and contractual prices of the 
underlying instruments, time value of money, yield curve and 
volatility factors. Unrealized gains and losses on portfolios of 
derivatives are netted and reported in “Other assets” or “Other 
liabilities”. 

Gains and losses on derivatives which the bank enters into for 
purposes of hedging its own risk exposures are generally deferred 
and amortized over the lives of the hedged assets or liabilities as 
adjustments to interest income or interest expense. 


Postretirement Benefits 

The bank maintains a defined benefit pension plan which 
is available to substantially all employees after two years service or 
at age 25, on a contributory or a non-contributory basis. The plan 
provides pensions based on years of service and contributions, and 
average earnings at retirement. Employees of subsidiaries of the 
bank are generally covered by separate pension plans which offer 
comparable benefits. It is the bank’s funding policy to annually 
contribute to its pension funds the actuarially determined amounts 
needed to satisfy employee benefit laws. Investments held by the 
pension funds are comprised primarily of equity securities, gov- 
ernment and corporate bonds and debentures, mortgages, and 
money market instruments. 

Actuarial valuations are performed each year to determine the 
present value of the accrued pension benefits, based on projections 
of employees’ compensation levels to the time of retirement. 
Pension fund assets are carried at adjusted market values. 


Pension expense consists of the aggregate of (a) the actuarial- 
ly computed cost of pension benefits provided in respect of the 
current year’s service, (b) imputed interest on the funding excess or 
deficiency of the plan and (c) the amortization over the expected 
average remaining service life of employees of the funding excess 
existing at the date the current accounting policy commenced, 
experience gains and losses, and amounts arising as a result of 
changes in assumptions and plan amendments. 

The cumulative excess of pension fund contributions over the 
amounts recorded as expense is included in “Other assets”. 

The bank also provides health and dental care benefits and 
life insurance coverage to employees who retire after ten years 
service and to their dependents. Costs of providing these benefits 
are charged to income as expenditures are incurred. 
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2. DOMESTIC AND INTERNATIONAL OPERATIONS 


The bank considers its Domestic Operations to include all 
business transacted in Canada, regardless of currency, with the 
exception of the Canadian-based activities of the international 
money market units. These units’ activities, together with the 
bank’s business carried on outside Canada, comprise International 


Operations. 
Domestic 
1994 1993 1992 
Net interest income — taxable 
equivalent Dasisz:sase-cste es $3,980 $3,647 $3,518 
Deduct: Taxable 
equivalent adjustment”............ 48 60 63 
Net interest income — 
financial statement basis.......... 3,932 3,587 3,455 
Provision for credit losses ...........- 786 1,839 2,203 
3,146 1,748 LYS” 
@thenincomesc-scecce terres 2,160 1,648 il2) sxe) 
5,306 3,396 2,790 
INOM-IMterestiexpenses i a2asts....00- 4,060 3,897 3,343 
1,246 (501) (553) 
Inconnrextaxestcses tree eee 493 (273) (284) 
753 (228) (269) 
Non-controlling interest 
in net income of subsidiaries .... 35 OF) 19 
Net income (loss) $ 718 $ (255) $ (288) 


Average total assets 


$134,100 $112,800 $108,500 


While it is not practicable to make a definitive division of the 
bank’s Domestic and International Operations, appropriate allo- 
cations are made for (a) the cost of funds related to liquidity and 
capital computed on the basis of marginal costs of funds and 
(b) corporate non-interest expenses. 


1994 


S737 


1 


736 
34 


702 
537, 


1,239 
624 


615 
162 


453 


z 
$ 451 


$32,600 


International 
1IDDS 1992 1994 
$ 807 $ 637 $4,717 
1 2 49 
806 635 4,668 
(89) (153) 820 
895 788 3,848 
449 403 2,697 
1,344 15194 6,545 
Sil) SIS 4,684 
825 616 1,861 
268 Di 655 
S57 397 1,206 
D 2 37 
$. S55 SS 8o5 $1,169 

$29,700 


Total 
1998 


$4,454 


61 


29 
$ 300 


1992 


$4,155 


65 


21 
$ 107 


$27,700 $166,700 $142,500 $136,200 


*The taxable equivalent adjustment represents a credit to interest income in order to gross up the tax-exempt income earned on certain 
securities (primarily loan substitute securities) to an amount which, had it been taxable at a rate of 42.4% (1993 - 42.4%; 
1992 — 41.9%), would result in the same after-tax net income as appears in the financial statements. The gross-up of such income to a 
taxable equivalent basis permits a uniform measurement and comparison of net interest income. 

**Non-interest expenses of 1993 include restructuring costs of $410 million relating to rationalization of activities and employee reduc- 
tions throughout the Royal Bank group. Of this amount, $300 million relates to the integration of Royal Trust and $110 million 
(1992 — $130 million) relates to a further downsizing of the bank itself. (On September 1, 1993, the bank acquired 100% of the shares 
of certain operating subsidiaries of Gentra Inc., including The Royal Trust Company and Royal Trust Corporation of Canada. This 
acquisition was accounted for using the purchase method.) 


3. SECURITIES 


Maturity 1994 ES 
Estimated Estimated 
Within 1 to3 3toS 5 to 10 Over10 Carrying market Carrying market 
1 year years years years years amount value amount value 
Investment account 
Canadian government debt”... $ 5,696 $2,486 $1,798 $ 558 $ 104 $10,642 $10,456 $9,958 $10,092 
Foreign OECD government debt 809 320 250 859 183 2,421 2,399 i705: 1,701 
Otheridenter: atc eee 597 587 307 78 40 1,609 15531 2,142 2,153 
Bonds of less developed 
countries * PR eee - - - - 829 829 829 857, 386 
UIE ters waSenenacvecusees toe eee S - - - 163 172 186 164 180 
Securities of associated 
COLPOLAMONS a aimee eeenaectee - = = = 4 4 4 4 4 
Woililil 3,393 25595) 1,495 15323 15,677 15,405 14,330 14,516 
Trading account 
Canadian government debt” .... 3,693 1,914 684 1,058 396 7,745 7,745 5,800 5,800 
Foreign OECD government debt 17 38 37 52 D7 171 iN 7A 108 108 
Other debt Po eee eee 2,065 174 110 164 136 2,649 2,649 1,986 1,986 
CGV ge Sretcece ch. ons sesntcneoert ic case - - - - 533. 533 533 415 415 
SrA) 2,126 831 1,274 1092 11,098 11,098 8,309 8,309 
Loan substitute 361 151 186 50 172 920 920 1372 1,372 
$13,247 $5,670 $3,372 $2,819 $2,587 $27,695 $27,423 $24,011 $24,197 


a Canadian government debt is comprised of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 
**These securities include restructured collateralized bonds of less developed countries, net of a country risk provision of $643 million 


(1993 — $69 million). 


***Equity securities, which have no stated term, have been classified under the “Over 10 years” column. 
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1994 1993 
Domestic* 
SGU STITT ELA Ao eae I RSE Ce ee a $ 43,548 $ 43,220 
Moncumer instalment, credit cardand other personal loans .scc...<cessesceecsssesencedessccdactootesteedepetsodesecsensseed 19,299 19,180 
BRB tre oP VCEMINETIE OTIS sede cs [des had eR esc cha ccc Bee oe tee a Bs A Dae 2a ace 37,906 40,780 
100,753 103,180 
ME VICE MOMOLCONEIOSSCS cece Nutt Cue e hii hate 5 eee und Woke Ch pots mea een, Teo fs eee, (2,000) (2,893) 
98,753 100,287 
United States* 
GEG ANAE, CAEN CETTE ET FSW RS er le Oo 6,868 6,492 
NNR RL CEE CLION OSSESI 1.2 2700 5.00 ccs tcck One cc sede oct ieean baad ae eT Ee eR iI ces (91) (118) 
6,777 6,374 
International* 
aM RUNGE TIRETLOUE GAG Caper ne ems ove Sop Rem Ss Ah sh ca He sari et sits Sa eek see eras ole oe naa 561 561 
Seremiceanstarimenlecaticd Other Personal [GANS sve. <cssvesseetsesvorssdscvsess fouoe dhe sd es¥s casedilatsons ceteeel cs senstocaeses 530 397, 
SSIS Seid: ROR STEN I a aN Sa UO Bi ce Re gt fe ot ee D295 10,094 
10,324 11,052 
OSES TO CLIC TIDUS SSSI ae AS i ee Roy Re noe ee acc oe Ran eee (468) (1,244) 
9,856 9,808 
Total* * $115,386 $116,469 


*Domestic loans include all loans booked in Canada, regardless of currency, with the exception of those of the Canadian-based interna- 
tional money market units. United States loans include all loans booked in the United States plus a portion of the loans of the 
Canadian-based international money market units. The remaining loans of these units, together with loans booked outside Canada and 
the United States, comprise International loans. 

**Toans are reported net of unearned income of $237 million (1993 — $265 million). 


Non-accrual loans (included above) 


ee a Se Sess silos Socanavanecunnss ccs ssunacecadsbaedarsasnsasuadenyeorsaevasdtevars ces cassgecteeiis $3,784 $5,570 
“IL WR. SHEIGES. pape tnad San SRcS CBSE ECGASAC iA ee ASE ERE Bau R SSS ST Sin ie Py rea tse a nein eRe 236 221 
encase a OCU ITN sOAD Gian, sehr eta lso ona etiaa vacate coho seacurass iguacase sabevsvavereusnieususenstvoussneesnentgeacatees 334 444 
2 DER. | SDSS nce ee SS nso rg Pa ae De rh ne be 70 1,347 
4,424 TS on. 
re Teer TAC CIERO. CSCC Benes eaten teas cacao chit og cons Teter eo rey oe Namen aN oc cet adia sso nteavionmastaneneveestoniens (2,358) (4,324) 
Total net non-accrual loans $2,093 $3,258 


*The allowance for credit losses in 1994 is shown net of that portion of the country risk provision that is in excess of non-accrual 
LDC loans. 


5. ALLOWANCE FOR CREDIT LOSSES 


1994 1995) 
Domestic _ International Total Total 
Bee PACING DINAN OLIVCAT Her Warnes nsx tosingeressancetocs«nctsatstadsmescvzessss.s¥e $2,893 $1,431 $4,324 $3,579 
REeNVAS HO TREO ECE ELE OSSCSd.:1. hives avevseeetiesr asics suvs Budoactneae cass sondenadencerecnee 786 34 820 12750 
NEMEC HON Ret ee tok ce eenedeceq esau capideovessscsdiouscnncceccvsconterseeertacer=t (hs7 FZ) (109) (1,886) (i203) 
BRC LIC ee Oe ena «ha Coane ann set du Sates aosicatecs deteomesnstereetays 88 - 88 116 
Royal Irust— balance at date Of acquisitiOn ......0......c-cecescssssseserecesneoense - - ~ 120 
Losses realized on sales and exchanges of LDC loans .........::ccsceseeeseees - (181) (181) (90) 
Transfers and translation adjustments on provisions denominated 
RN EOECLS ONCUIELCIICIES a2 :10-0c--1 = cnn s- dense ane sacccasavadeadseaceenercsneconnsenerenaentsense 10 2d o7 66 
Balance at end of year $2,000 $1,202 $3,202 $4,324 
Consisting of: 
BEC I PEO VISIO octet oc fof cteac sso seccstea ts svnene serene anernennesansns-arorssne $1,700 $ 262 $1,962 $2,667 
OTE LY FISK PEOVISION  o-0t 25 e.-cendeansecostssccssnansere, saseresvosssontsessessenesse - 940 940 ial bo 
Getietal PLOVISIONS <.c...---2--0u0-sceccn-sesenesasossnecsnenonenorecndevntstnesanceaesdeosses 300 = 300 550 
Total $2,000 $1,202 $3,202 $4,324 


ane we ee ee ee ee ee 
*The country risk provision includes an amount of $643 million (1993 - $69 million) which has been deducted from securities in respect 
of restructured collateralized bonds of less developed countries. 
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6. PREMISES AND EQUIPMENT 


Buntlliio sass nate cesses rae eter eee coer ronments Sie emer tnaee ee 
Gompiutemequipmacntr:cetact-tcr oe cscnce eesees specs eeeete ees a reemere 
Pucniture, fixturestand other equipment 901--...05ecenenatese pecoeree- tac 
eascholdumprovienmtents cee cece aren concern esta teart ceneed 


1994 

Accumulated Net book 

Cost depreciation value 

on $ 214 ~ $ 214 
aes 1,074 333 741 
ee 1,314 864 450 
“ate 922 588 334 
oe 561 325 236 
$4,085 $2,110 $1,975 


= 


1993 


Net book 
value 


$ 213 
761 
443 
384 
256 


$2,057 


7. OTHER ASSETS 


1994 

Deferted income taxes. sits 2b.cacc veh skcscsnhldeegedcvcad eee ee ee ea ear ee rere ne $1,608 
Assets Sold: with: recourse ivccecccusvesetetiecsecdsscesenetaettesnsuscestus cine ot ee emter oie etna ee ear es kg 
Patorel 61s 6 Wi 8) 12) ec] ce Dee meen ONE aU A? ERI RI It res rE rare tf Vt kh ne Bc hs Sook Nee umn Nb Aa 1,049 
GOOG WILLE scsse.ccdiuaneratesrenecccesouen trite on teacoeke teach ecnaauecyueueshiige lone ssteseeges sworeee tees aCe genet eae Eanes cre er er eee 365 
Cumulative excess of pension fund contributions over the amounts recorded as ExPeNse ...........secceeerceeeeeees 218 
Amounts receivabletrom brokers, dealers:and Clients ..s.scs..0cssce-scsesceesrorteeteer ee meena nara ee ae eee 85 
Other items, including accounts receivable and prepaid expenses. ..s..-..0000 eee ee eee 873 
$5,369 


8. DEPOSITS 


1994 
Payable on Payable after Payable ona 
demand notice fixed date Total 
Domestic* 

CONSUINEKS i cceece eee eaten tes eee eran Oe te $ 2,801 $26,896 $50,307 $ 80,004 
Businesses;and sovecnimentse.. ere eee 7,445 8,153 9,146 24,744 
| Bb 61 Evie Ae Re etek RR pe ot Melee eh At Ad Aha ct 724 5 622 1,351 
10,970 35,054 60,075 106,099 

International* 
CONSUINIEES:; Romer et arte Roane eee een 441 903 3,866 5,210 
Businesses ‘and gOVERMMme;ts .ce..sesesceor. ves 1,499 594 9,585 11,678 
Banilegintesed ormdteecs sch eete cane cetera ee, ae 299 380 12,149 12,828 
25239 1,877 25,600 295716 
$13,209 $36,931 $85,675 $135,815 


DOS; 
Total 


$. 7975 
22,676 
1328 


103,755 


4,945 
11,105 
10,594 


26,644 
$130,399 


“Domestic deposits include all deposits booked in Canada, regardless of currency, with the exception of those of the Canadian-based 
international money market units. The deposits of these units, together with deposits booked outside Canada, comprise International 


deposits. 
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9. OTHER LIABILITIES 


1994 1995 

MeO re ated SECurItiCs SOLU. SHOrt.c.cccseesesete anes ese sec eine Bric voces nsees hn oed ae $ 5,569 $ 5,362 
Obligations related to assets sold under repurchase agreements ............cccccesssocceccescescescescessescsscsscescescceceee 5,341 2,959 
Peer abilities of subsidiaries other. than, deposits ......+c.0.:.css-rsseesscennsededecaesésas ota cesaveedoodosdecetagecsacs onecects 2,247 3,087 
(CLG! TSR Seer See AIR lt i Ean eS te RRR OPI OE Lk FOU CNG aA 1,749 2,069 
Remeatoiis Eelated: to assets Sold With TECOUMSE ...0..0..s00vesacereeneesesneoasoicossososecsocecesoeeadiesinecelouseasvatssisaavesevts eA! 764 
URE a CRG LIL MIL CIMG IML LANISIC INCE 02 e050; seau-vvnwss/ignsh acess ds auc svies Mec uee saeule vacestceateestuses luv eadvidedtinevoee 600 523 
ume ea ay apie cosbrokers. dealers aid CMMs oss) ..od0ssc-od0cssnhecestvessobiosusrvesceuastescaoetraussevbicoileidssuledéesiees 365 679 
(OVE 8 DENIED) csc Gree SP ORNATE 123 123 
Remmi lO) LI AMTECE CEST Hh, SUDSICIATICS craractceascstssecacosacassuasalesuss vag si guscaGe bees teeee.c4 loi guanacecceuevcecékecsaldseouseans 23 86 
Wiiemitems, including accounts payable and accrui|ed Expenses...........c.cseccocssecceccsvocscconsenarecoonsernsencterseneee 135. 1,842 
$18,993 $16,868 


10. SUBORDINATED DEBENTURES 


The debentures are unsecured obligations and are subordinated in right of payment to the claims of depositors and certain other creditors. 


Denominated 
Maturity Rate in $U.S. 1994 I} 
Royal Bank of Canada (1) 
J TULRIES OLS 2eShsae eco ee ea OS Or comenanrr rare | & BRT Rete eee - $ 200 $ 200 
Seprember 50, 1998 ..........0: (13) " a gh) oa I be eR 100 135 132, 
VU B05 USS 2 a ORDO: came yo wears WIRY 9 5" Pei Srurehe dy tecerm taels. tn Oe - 250 250 
BMetoper 14551999 occas SOLOAO Zev he |) WE Nala Spier) WR <5 Robi naar cee = 250 250 
LS a PAU POO CS = vemgiamtcn, We im. im phere foresee so ae - 200 200 
Wanar ve yt) OO Iris 2.25....0..: ER Atal Oh aa hs PTT OER Sas - 200 200 
Pracustlon 2001..............-- (3) pee Rote teaseats ayes ccaemenes 219 296 289 
Mamiary LI 2002 io. ..cesnccns LOOT ore BR) NAMM OP DN iRcet sce t.ncseceiocnesetattnee - 300 300 
INAAEEH 2002. .cccncnevesseoeseee HOP OU oe Tt) 0 shi ee Be 8 ce ceetcesinties ce - 250 250 
‘Ulte S740 eae (4) Gallablencn cee 350 474 462 
(ESS OA ae ene eee OPO 6 ae RO eh. oe Cote Aon. - 110 110 
Mctoper |, 2083.5 ..s<sccteseoees (5) Galla bles ctea eee - 250 250 
Me tere? OS Oh, csi acesteons (6) Gallable neta 300 406 396 
Royal Trust Corporation of Canada 
November 9, 1998..........000 C/N MMMEEIOR a Geese -ec the raven baeeecrreee 50 68 67 
epee IID en. hk eccces oH | le Be eee eee ye pete: 65 88 86 
$3,477 $3,442 
(1) Effective November 14, 1994, the bank issued $200 million of deben- (6) The June 6, 2085 debentures bear interest at a rate equal to 0.25% 


tures maturing November 14, 2014 and bearing interest at a rate 
of 10%. 
(2) The September 30, 1998 debentures bear interest at a rate of 0.08% 
above the six-month LIBOR. 
(3) The August 15, 2001 debentures, issued in Canadian dollars and 
bearing interest at a rate of 10.75%, were swapped at their issue date 
into a U.S. dollar obligation bearing interest at a rate of 0.215% above 
the three-month LIBOR. 
The July 5, 2005 debentures bear interest at a rate of 0.0625% above 
the three-month LIBOR. 
The October 1, 2083 debentures bear interest at a rate of 0.40% above 
the 30-day Bankers’ Acceptance rate reported by the Bank of Canada. 


& 


Qa 


above the three-month LIMEAN. In the event of a reduction of the 
annual dividend declared by the bank on its Common Shares, the inter- 
est payable on the debentures is reduced pro-rata to the dividend reduc- 
tion and the interest reduction is payable with the proceeds from the 
sale of Common Shares. 


Repayment schedule 

The aggregate sinking fund requirements and maturities of the 
debentures assuming the earliest possible dates of maturity under 
the terms of issue are as follows: 


(7) The November 9, 1998 debentures, issued in Yen and bearing interest 
at 7.7% payable in Australian dollars, were swapped at their issue date 
into a U.S. dollar obligation bearing interest at a rate of 0.2% above the 
six-month LIBOR. 

(8) The January 27, 1999 debentures, issued in Yen and bearing interest at 
7.5% payable in Australian dollars, were swapped at their issue date 
into a U.S. dollar obligation bearing interest at a rate of 0.08% above 
the six-month LIBOR. 

AWarthiinn Ui veatr rte teceecaserey eats cates ere tare Gc iaee ete es $ - 
Brome 0S Vearses..ie.c.csescce-cs-s.eeccseesehePesssssecsoesceasvar 991 

Brom tos OW earS. se rccccce teases vesces Sen esesss te csers conser 1,246 

Over al Ov eats eee carcccceceerec-eeceneecsee te etonys cd eaten secdeessee 1,240 

$3,477 
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11. CAPITAL STOCK 


Authorized capital stock 

Preferred — An unlimited number of First Preferred Shares and 
Second Preferred Shares without nominal or par value, issuable 
in series; the aggregate consideration for which all the First 
Preferred Shares and all the Second Preferred Shares may be issued 
shall not exceed $5 billion in each case. 


Common — An unlimited number of shares without nominal or 
par value provided that the aggregate consideration for which all 
common shares may be issued shall not exceed $10 billion. 


Outstanding capital stock 1994 1993 1992 
Number Number Number 
of shares (in of shares (in of shares (in 
thousands) Amount thousands) Amount thousands) Amount 
Preferred (1) 
$1.45 Cumulative Redeemable Series B (2) ..........:00 13,600 So 272 13,600 S272 13,600 S272 
Cumulative Redeemable Series C (3)..............-00--0s00 1,000 100 1,000 100 1,000 100 
U.S.$ Cumulative Redeemable Series D (3)............... 1,000 135 1,000 132 1,000 124 
Cumulative Redeemable Series E (4) ...........ssscsseseeeeee 1,500 150 1,500 150 1,500 150 
Non-cumuilative Series: Fi (9:)2.ncccc-csesees- secee teat ones ca scee oan 6,000 150 6,000 150 6,000 150 
INon-cumulative Series G (6)iiyssssccccteeocceneesecorcestoe: 10,000 250 10,000 250 10,000 250 
Non-cumtulative Seriestil (7s este eee eee 12,000 300 12,000 300 12,000 300 
WS. S Non-cumulative Series (Oi) ozsssccss-ceaceteereeececoese 8,000 271 8,000 264 8,000 248 
INon=cuniulativeSeress| (9) comet crece mcrae cera: 12,000 300 12,000 300 - - 
U.S.S.Non-cumiulative Series Kit 10) Aivccocssceccosactees 10,000 338 10,000 330 - - 
Total outstanding preferred stock 2,266 2,248 1,594 
Common (11) 
Outstanding at beginning Of yeati.2-...-.-essc-----2s 314,155 2;910 314,155 2.910 306,460 2,726 
Issued under the Shareholder Dividend 
ARG Share PUrehASe blaniaasts.cccesesscseene ee cneecerecets - - - - 7,695 184 
Total outstanding common stock 314,155 2,910 314155 HO) 314,155 2,910 
Total outstanding capital stock $5,176 $5,158 $4,504 


(1) All redemption and purchase for cancellation options on preferred 
shares are subject to the consent of the Superintendent of Financial 
Institutions Canada. First Preferred Shares Series F, G, H and J are 
redeemable by the bank on and after the dates specified below (i) in 
cash, at a price per share of $25 or (ii) by the conversion of each such 
share to be redeemed into that number of Common Shares determined 
by dividing $25 by 95% of the average market price of the Common 
Shares at such time. On and after the dates specified below, subject to 
the right of the bank to redeem or to find substitute purchasers, each 
share of the First Preferred Shares Series G, H and J will be convertible 
quarterly at the option of the holder into that number of Common 
Shares determined by dividing $25 by 95% of the average market price 
of the Common Shares at such time. First Preferred Shares Series I and 
K are redeemable by the bank on and after the dates specified below (i) 
in cash, at a price per share of U.S.$25 or (ii) by the conversion of each 
such share to be redeemed into that number of Common Shares deter- 
mined by dividing U.S.$25 by the U.S. dollar equivalent of 95% of the 
average market price of the Common Shares at such time. On and after 
the date specified below, subject to the right of the bank to redeem or to 
find substitute purchasers, each such share will be convertible quarterly 
at the option of the holder into that number of Common Shares deter- 
mined by dividing U.S.$25 by the U.S. dollar equivalent of 95% of the 
average market price of the Common Shares at such time. 

The bank has the option to redeem the First Preferred Shares Series B at 
$20 per share. The bank may at any time purchase for cancellation such 
shares at a price per share not exceeding $20. 

The dividends on the First Preferred Shares Series C and D are deter- 
mined quarterly by applying to Cdn.$100 and U.S.$100, respectively, 
the greater of (i) 6.67% per annum and (ii) 7/3 of the bank’s average 
Canadian and U.S. prime rates respectively for stated periods. Such 
shares are redeemable by the bank at a price per share of Cdn.$100 and 
U.S.$100, respectively. The bank may at any time purchase for cancel- 
lation such shares at a price per share not exceeding Cdn.$100 and 
U.S.$100, respectively. 

The dividend on the First Preferred Shares Series E is payable monthly 
and (i) floats in relation to changes in the bank’s Canadian prime rate 
and (ii) is adjusted upwards or downwards based on changes in market 
trading value. The annual dividend rate applicable to any month will in 
no event be less than 55% or greater than 75% of the average prime 
rate. Such shares are redeemable at a price per share of $100 and the 
bank may at any time purchase for cancellation such shares at a price 
per share not exceeding $100. 

The dividend on the First Preferred Shares Series F is payable quarterly 
at a rate equal to the greater of (i) $0.5625 per share and (ii) 81.522% 
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of the dividend per Common Share for the same quarter. Such shares 
are not redeemable by the bank prior to October 31, 1999, but there- 
after are redeemable as discussed in footnote (1) above. 

The dividend on the First Preferred Shares Series G is payable quarterly 
at a rate of $0.53125 per share until October 31, 1999 and thereafter 
is payable quarterly at a rate equal to the greater of (i) $0.53125 per 
share and (ii) 81.522% of the dividend per Common Share for the 
same quarter. Such shares are not redeemable by the bank prior to 
October 31, 1999, but thereafter are redeemable as discussed in foot- 
note (1) above. On and after October 31, 2000, such shares are con- 
vertible at the option of the holder into Common Shares as discussed in 
footnote (1) above. 

The dividend on the First Preferred Shares Series H is payable quarterly 
at a rate of $0.5625 per share. Such shares are not redeemable by the 
bank prior to August 24, 2001, but thereafter are redeemable as dis- 
cussed in footnote (1) above. On and after November 24, 2001, such 
shares are convertible at the option of the holder into Common Shares 
as discussed in footnote (1) above. 

The dividend on the First Preferred Shares Series I is payable quarterly 
at a rate of U.S.$0.4766 per share. Such shares are not redeemable by 
the bank prior to November 24, 2001, but thereafter are redeemable as 
discussed in footnote (1) above. On and after February 24, 2002, such 
shares are convertible at the option of the holder into Common Shares 
as discussed in footnote (1) above. 

The dividend on the First Preferred Shares Series J is payable quarterly 
at a rate of $0.44375 per share. Such shares are not redeemable by the 
bank prior to May 24, 2003, but thereafter are redeemable as discussed 
in footnote (1) above. On and after November 24, 2003, such shares 
are convertible at the option of the holder into Common Shares as dis- 
cussed in footnote (1) above. 

The dividend on the First Preferred Shares Series K is payable quarterly 
at a rate of U.S.$0.39375 per share. Such shares are not redeemable by 
the bank prior to May 24, 2003, but thereafter are redeemable as dis- 
cussed in footnote (1) above. On and after November 24, 2003, such 
shares are convertible at the option of the holder into Common Shares 
as discussed in footnote (1) above. 

During 1994, the bank introduced a stock option plan for certain key 
executives. Under this plan, options will periodically be granted to pur- 
chase Common Shares at prices not less than the market price of such 
shares immediately prior to the grant date. The options are exercisable 
for periods not exceeding ten years. As at October 31, 1994, 
10,000,000 shares were authorized for issuance under the plan. 
Options were granted during 1994 for the purchase of 201,600 
Common Shares at an exercise price of $30.48 per share, none of which 
were exercised during 1994. 


— 
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Dividends declared Total Per share 


1994 1925 £992 1994 1995 1992 {eal 1990 
First Preferred 
Series | DAR 5 ae $ 20 $ 20 $e2.0 $1.45 $1.45 $1.45 $1.45 $1.45 
1: SGA, De eee eer neon th 7 yi $6.67 $6.67 $6.67 $7.57 $9.41 
Series MRE oe rence stsaatere cs y 8 8 US$6.67 US$6.67 US$6.67 US$6.67 US$6.76 
DEEIES Fon ansscsssereerseseecneesenneeneonss 7. 7 8 $4.84 $4.84 $5.68 $8.18 $10.60 
Series rea eee ceri see ovcec os vetex cds 14 14 14 $2225 $2.25 $2.25 S225 $2.25 
Series NT ey ace okie vas cropeeiaves ot 21 2A $2.13 $2.13 $213 $2713 S2503 
Series 1 eine sae eae eee oe 27, DF 27 $2.25 S225 SS $0.85 - 
CTE [eer cee 21 19 18 USGL OUR USS EOL USS E18 “USSO08 - 
SIGS | ee 21 16 ~ $1.78 $1.32 = ~ - 
SONGS Sis eee pA \| 15 - US$1.58 US$1.17 - ~ - 
168 154 123 
“OT COSI 2s er 364 364 361 $1.16 $1.16 $1.16 $1.16 $1.16 
$532 $518 $484 
eee ee ne ee ee ee ee ee es 2 ee 
1994 1293, 1992 
Income taxes are reported in the financial statements as follows: 
COTE DU TINCOIINS sine AO treet WOU Ua 2 A a one Oe ee Te $655 SPS) $ (65) 
Statement of Retained Earnings 
“OSUSOLERE Gil Gl NSPS TRS TS ag ie He a OE ee SE oe - (8) _ 
Unrealized foreign currency translation gains and losses, net of hedging activities .............cc0c008 (95) (82) (128) 
Total income taxes $560 $ (95) $(193) 
The current and deferred income taxes are as follows: 
RR NMI CCNA MCS treet ere nore fcc sen ci ctieenc scr srce tase ins sscuntiee essences ete: rises tiated eciieawetcriate $377 $ 611 $ 509 
ETc RNS ON ESOS ae fe eee ere eee 183 (706) (702) 
Total income taxes $560 $ (95) $(193) 


Income taxes in the Statement of Income vary from the amount that would be computed by 
applying the composite federal and provincial statutory income tax rate of 42.4% (1993 - 42.4%; 
1992 — 41.9%) for the following reasons: 


Mae aN RAC STARS C ALO COR VSUAUCL ete crete cys se ences card on-sesesusteesntesat no saventeutedeun oreeeue tesaeask sete ceeseeunsen ser $789 $ 137 See 

Increase (decrease) in income taxes resulting from: 
Mancina era pe tacrate applicable tO. SUDSIGIATICS »....0.62,..01420002-nsaveur<sorseessseeretedduneceveoasetesetteaweneaset (101) (105) (86) 
Tax-exempt income from securities, primarily loan substitute seCurities ............::cssecsssoeseseseeees (28) (35) (37) 
1D ARVS 2 TING bocca ae RARE ARN som ee Oa RR COR RAR Acetic ca (5) (2) 32 
$655 $5) $ (65) 


13. EARNINGS PER SHARE 


Earnings per share has been calculated after deducting Common Shares outstanding for the year of 314,154,963 
preferred dividends of $168 million (1993 - $154 million; (1993 — 314,154,963; 1992 — 310,543,144). 
1992 — $123 million) and has been based on the average number of 


14. POSTRETIREMENT BENEFITS 


1994 1993 1292 
The estimated funding excess of the bank’s principal pension plans as at October 31 
is determined as follows: 
ems tind accetsy at a Ci tisked IM ALKeCE VAlUCS va.04.sesevecssesbsacsetrcneeracceaacenceecer se cnr ecw nvacewee sees tceresc? S205 1 $2,381 $1,968 
Actuarially computed present value of accrued pension benefits ..........::ssssceceeseseereceenetseeeeeneneeneees 2,251 2,102 1,840 


Funding excess $ 250 $ 279 $ 128 


Pension expense included in the Statement of Income for the year ended October 31, 1994 was $44 million (1993 — $38 million; 
1992 — $34 million). Postretirement health and dental care and life insurance benefits expense was $5 million in 1994 (1993 - 


$7 million; 1992 — $5 million). 
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45. OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 


x 


1994 1995 
Financial instruments with contractual amounts representing credit risk 
Guarantees and standby letters of credit ..........:...cssssssssssssesnssserenscnsesducssaneerenssasuccucsseseesoneensvacnessonsersseerssesrssasnees $7,115” > S26s8285 
Securities lending .........s.sssessssssssseeseeseseseeeeeensnesenencncseneasasacesensnsnessssssssesensessenenenesenenesesenesesesenenenenenenaneneceneeesesetees 7,586 4,664 
Documentary and commercial letters of credit ....-........-.ccoesessresresn-esee eA Sere he BB cccoc hace nce cee iC soe I) oy), 
Commitments to éxtend credit: 
Original term to maturity of one year OF less ........scscesesseceereeeecenteeeeeeseseceesenseseseseasssseescesseessseeesseetseseneeenes 87,131 44,503 
Original term to maturity of more than ONE YEaL.........cecssersereeceercencerenseeesserenecseescssenesnssesceseseesessesaseseesoesenens 33,583 23,690 
Note issuance/Revolving underwriting facilities tic: n:as..tec...eseccertcaene tee tusseeeeceeeseeracecenp eer tee eee weer 251 S12 
Derivatives Notional amounts maturing in Current credit 
Under 1to 3 3toS Over 1994 1993. | = SON POs eee 
1 year years years S years Total Total 1994 1993 
Interest rate contracts 5 
Forward rate agreements ........... $ 96,492 $ 716 §$ - § SS IU SO Sli 8S 95 $ 49 
FUtures:CONthACES..sreeere-e eter, 32,838 IE IO TE 3,056 176 DD 97; 50,900 - - 
Swap COMECACES= 2. ee tees 113,570 95,754 47,129 16,843 273,296 205,722 3,234 33835 
Options purchased... 11,892 13,803 3,630 567 295892 38,968 301 191 
Options written. n et 13,096 13,549 2,563 550 295758 34,453 - - 
2 ay 3,630 4,075 
Foreign exchange contracts 
Spot and forward contracts ....... 395,840 6,951 1,216 93 404,100 287,725 5,863 3,650 
FOtunes CONtracCtS meen aera. 605 - - - 605 a7! ~ - 
Swapiconttacts <.5.4ncte- woe 2,263 _55146 5,802 35319 16,530 17,049 1,020 950 
Options purchased... 5 20,077 188 ~ - 20,265 17,640 302 194 
Opions-wittene. eee 21,051 2A - ~ 21,2637 se ss029 - - 
7185 4,791 
Equity and commodity contracts 1,567 723 72 - 2,394 2350 53 eye) | 
Total derivatives $10,868 $8,919" 


The above amounts, except for those relating to guarantees and letters of credit, are as at September 30. 


Financial instruments with contractual amounts representing 
credit risk 

The primary purpose of these instruments is to ensure that 
funds are available to a customer as required. The bank’s policy for 
requiring collateral security with respect to these instruments and 
the types of collateral security held are generally the same as for 
loans, as described in Note 1. . 


Guarantees and standby letters of credit, which represent . 


irrevocable assurances that the bank will make payments in the 
event that a customer cannot meet its obligations to third parties, 
carry the same credit risk as loans. Documentary and commercial 
letters of credit, which are written undertakings by the bank on 
behalf of a customer authorizing a third party to draw drafts on the 
bank up to a stipulated amount under specific terms and condi- 
tions, are collateralized by the underlying shipments of goods to 
which they relate and therefore have significantly less risk. Cash 
requirements under guarantees and standby letters of credit are 
considerably less than the amount of the commitment because 
the bank does not generally expect the third party to draw funds 
under the agreement. 

In securities lending transactions, the bank acts as an agent for 
the owner of a security, who agrees to lend the security to a borrower 
for a fee, under the terms of a pre-arranged contract. The borrower 
must fully collateralize the security loan at all times. The bank has 
two types of securities lending arrangements; lending with and 
without credit or market risk indemnification. In securities lending 
without indemnification, the bank bears no risk of loss. For trans- 
actions in which the bank provides an indemnification, risk of loss 
occurs if the borrower defaults and the value of the collateral 
declines concurrently. The credit risk associated with these trans- 
actions is considered small as borrowers must meet specific credit 
standards and must fully collateralize the security loan on a daily basis. 
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Commitments to extend credit represent unused portions 
of authorizations to extend credit in the form of loans, bankers’ 
acceptances, guarantees or letters of credit.. With respect to credit 
risk on commitments to extend credit, the bank is. potentially 
exposed to loss in an amount equal to the total unused commit- 


- ments. However, the likely amount of loss, though not easy to 


quantify, is considerably less than the total unused commitments 
since most commitments to extend credit are contingent upon cus- 
tomers maintaining specific credit standards. While there is some 
credit risk associated with the remainder of commitments, the risk 
is viewed as modest, since it results first from the possibility of 
unused portions of loan authorizations being drawn by the cus- 
tomer and, second, from these drawings subsequently not being - 
repaid as due. The bank monitors the term to maturity of credit 
commitments because longer-term commitments generally. have 
a greater degree of credit risk than shorter-term commitments. 

The total outstanding contractual amount of commitments to 
extend credit does not necessarily represent future cash require- 
ments, since many of these commitments will expire or terminate 
without being funded. 

Revolving underwriting facilities are arrangements whereby 
a customer issues short-term notes supported by an undertaking by 
the bank that if the customer is unable to issue the notes at a prede- 
termined price, the bank will buy them at a prescribed price or 
guarantee the availability of funds by providing standby credit. 
Note issuance facilities are similar to revolving underwriting facili- 
ties, except that the bank underwrites on a “best efforts basis” and 
is not obligated to buy unsold notes or provide standby credit. The 
risks associated with note issuance facilities and revolving under- 
writing facilities are comparable to those of longer-term commit- 
ments to extend credit. 


Derivatives 

The bank deals in interest rate, foreign exchange and equity 
and commodity derivatives to earn fees and generate trading rev- 
enues and also utilizes derivatives to manage its own asset/liability 
exposures. 

The table on the previous page provides the notional principal 
amounts of the bank’s derivatives. Notional amounts are-used to 
calculate payments and are a common measure of business volume, 
however, they are not indicative of credit or market risk exposure. 

Current credit exposure is limited to the amount of loss that 
the bank would suffer if every counterparty to which the bank was 
exposed were to default at once (i.e. the current replacement value 
of all outstanding contracts in a gain position). These amounts, 
detailed on the table on the previous page, do not consider the 
value of any collateral and are presented without giving effect to 
any possible reduction due to master netting agreements. Credit 
exposure is managed as part of the overall borrowing limits granted 
to customers. The bank attempts to limit its credit exposure by 
dealing with counterparties believed to be creditworthy, encouraging 
counterparties to enter into master netting agreements and obtaining 
collateral where appropriate. 

Market risk is the risk to earnings that arises from movements 
in interest rates, foreign exchange rates, equity prices or commodi- 
ty prices. The bank manages its exposure to market risks through 
the use of risk limits and by entering into offsetting transactions. 

INTEREST RATE CONTRACTS include interest rate swaps, inter- 
est rate futures, forward rate agreements and interest rate options. 

Interest rate swaps are transactions in which two parties 
exchange interest flows on a specified notional principal amount for 
a predetermined period based on agreed-upon fixed and float- 
ing rates. Principal amounts are not exchanged. 

Interest rate futures are contractual obligations to buy or sell 
a financial instrument on a future date at a specified price estab- 
lished on an organized exchange. Since futures contracts are collat- 
eralized by cash or marketable securities and changes in the futures 


contract value are settled daily with the exchange, the credit risk is - 


negligible. . 

Forward rate agreements are effectively tailor-made interest 
rate futures, negotiated between two counterparties, which call for 
a cash settlement at a future date for the difference between a 
contractual rate of interest and the current market rate, based on a 
notional principal amount. : 

Interest rate options are contractual agreements under which 
the seller (writer) grants the purchaser the right, but not the obliga- 
tion, either to buy (call option) or sell (put option) at or by a set 
date, a specific amount of a financial instrument at a predetermined 
price. In consideration for the assumption of interest rate risk, the 
seller receives a premium from the purchaser. Options may be 


either exchange-traded or negotiated between the bank and a cus- 
tomer. The credit risk associated with exchange-traded options is 
negligible. Caps and floors are option-like agreements where the 
seller agrees to pay the purchaser, based on a notional principal 
amount, the agreed upon differential if the market refesence rate 
is above (below) the cap (floor) rate. Similar to an option, the seller 
of a cap or floor receives a premium and bears the risk of 
-unfavourable interest rate changes. A collar is an agreement 
between the bank and a customer in which the purchaser of a cap 
simultaneously sells a floor at different strike prices but for the 
same maturity date. Collars minimize the option premium and 
minimize the upside potential from declining rates. Swaptions are 
options to enter into a new swap or cancel an existing swap at a 
future date. 

FOREIGN EXCHANGE CONTRACTS include spot and forward 
contracts, foreign currency futures, foreign currency options, cross 
currency interest rate swaps and currency swaps. 

Foreign exchange forward contracts represent commitments 
to exchange two currencies at a specified future date based on a 
rate agreed to by both parties at the inception of the contract. 
Foreign exchange spot contracts are similar to forward contracts 
except that delivery is within two business days of the contract 
date. The bank enters into these contracts to service the needs of 
customers, as a market maker in foreign exchange and to manage 
its own asset/liability exposures. 

Foreign currency futures are contractual obligations to buy or 
sell a foreign currency on a future date at a specified price estab- 

-lished on an organized exchange. Similar to interest rate futures, 
they are subject to daily settlement for any change in market value. 

Foreign currency options, which can be exchange-traded 
or entered into directly by the bank and a customer, are similar 
to interest rate option contracts, except that they are based on 
currencies. 

Cross currency interest rate swaps are transactions in which 
two parties exchange currencies and interest rates on a specified 
notional principal amount for a predetermined period. The notion- 
al amount is generally exchanged at inception and re-exchanged at 
maturity. Currency swaps are transactions in which fixed or float- 
ing interest payments in one currency are made against receipt of 
fixed or floating interest payments in another. 

Equity AND CoMMopiTy Contracts include stock index 
option and future contracts, equity options and swaps, and com- 
modity products. Stock index instruments are contracts to pay or 
receive cash flows based on the increase or decrease in the underly- 
ing index. Commodity products include precious metal options, 
warrants, forwards, and futures. These instruments are similar to 
interest rate contracts except that they are based on commodity 
prices. 


16. COMMITMENTS AND CONTINGENT LIABILITIES 


Lease commitments 

The bank leases many properties under standard real estate 
leases which include renewal options and escalation clauses. Mini- 
mum future rental commitments for buildings under long-term 
non-cancellable leases for the next five years are shown below. 
Annual rental commitments after 1999 are in decreasing amounts. 


Bre, eee ta teeny sevseséaween*> on-ravtevieenes Coasewer $183 
Meret ence ree concn sss tresuseacencoesostsecosarsonswnes 151 
Mea ee ed ire Seats oe aga Stes erate cba sos dselansle es Go owes 143 
WEP) Sesteare Pesan edeestuvisaaod sss duns saencsneverstsweseeotusvonadseesveubers 124 
ane eee os cs cea sns Se sansenadsonss eoeesconesenpusenees i 


Building rent expense, net of property rental income and restruc- 
turing expenses, included in the Statement of Income for the year 
ended October 31, 1994 was $182 million (1993 - $163 million; 
1992 — $155 million). 


Litigation 

Various legal proceedings are pending which challenge certain 
practices or actions of the bank and its subsidiaries. Many of these 
proceedings are loan-related and are in reaction to steps taken by 
the bank and its subsidiaries to collect delinquent loans and 
enforce rights in collateral securing such loans. Management con- 
siders that the aggregate liability resulting from these proceedings 
will not be material. 
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5-YEAR ANALYSIS OF NET INTEREST INCOME : 


ON AVERAGE ASSETS AND LIABILITIES 


 ———————————————————— 


For the year ended October 31 


($ millions, taxable equivalent basis) 1994 
Average Average 
balances Interest rate 
ASSETS 
Earning assets 
Depositsswith other bankos:--.-..000 ee $11,599 — S$. 479 4.13% 
Securities 
PL ASS ONCIMP Eerie nati cetetsetssccces seeeenaaesertes 1,180 AUIS) O75 
(MEL SECUILILIES ce eet cscs 23,761 1,060 4.46 
NGC eaims Om SeCULITICS @s.scecree eee - 178 - 
24,941 1,353 5.42 
Loans 
Domestic 
Residenitialimorteagess as ..0..:.ssess. 2s 43,358 3,654 8.43 
Consumer instalment, credit card and 
other personal loansects. ete eee 18,715 1,734 O27 
Business and government loana............. 37,412 2,358 6.29 
99,485 7,741 Tdhs 
International 
Residentialinort@agess ne... 573 49 8.55 
Consumer instalment and 
other personalil@anse as... 0 eee 157 14 8.92 
Business and government loans............. 16,509 i560 6.97 
17,239 1,213 7.04 
otal loans Madcveraretee ee eee 116,724 8,954 7.67 
Total Carnie: assetSeca ee eee eee nee eee 153,264 10,786 7.04 
Customers’ liability under acceptances............ 6,069 - - 
Other assetse.c. oe eee 7,367 - — 
Total assets $166,700 $10,786 6.47% 
LIABILITIES AND SHAREHOLDERS' EQUITY 
Interest-bearing liabilities 
Deposits 
Domestic 
CONSUMMIEES cane cents $ 76,696 $ 3,372 4.40% 
Businesses and governments .............00++ 24,196 840 3.47 
BatikGiesog, tusee tot ier Meme ee 850 45 py) 
101,742 4,257 4.18 
International 
COnSunietsi..tn eee ee ee ee 5,941 188 3.16 
Businesses and government ..............00 12,914 510 3.95 
Barks ere osctetage ee eee 12,953 566 4.37 
31,808 1,264 3.97, 
Total: deposits....e ee ee 133,550 Sea 4.13 
Liabilities of subsidiaries other 
than:deposits) e2.<1,. ees eee 5,190 280 5,39 
Subordinated debentures .......:0...0 3,507 268 7.64 
Total interest-bearing liabilities .......0...ceeeeeeee 142,247 6,069 4.27 
PACCEPUANICES seer css ciistr oes ee 6,069 = = 
Other liabilities... eee ee 10,192 - = 
Shareholders’ equity 
PEClerred wasn. ce ee 2,240 - = 
COMMON: ecct.testet eee ee Dee - ms 
Total liabilities and shareholders’ equity $166,700 $ 6,069 3.64% 
Total assets/net interest income $166,700 $ 4,717 2.83% 
Consisting of: 
Domestic cOSO OEE Ee RIPEN et ot cr ie Es x $134,100 $ 3,980 297% 
PrenMACON AL soc sch. een ee 32,600 737: WITS 
Total $166,700 $ 4,717 2.83% 
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1993 
Average Average 
balances Interest rate 
$ 8,440 Sao 2 3.80% 
15576 145 9.20 
16,659) 743 4.46 
~ 347 - 
132231 15235) Ca. 
33,821 3,078 910 
17,041 1,608 9.44 
36,076 2,214 6.14 
86,938 6,900 7.94 
508 47 CRS 
70 8 11.43 
16,294 1220 7.49 
16.872 Me2S (ENS 
103,810 SL 75 787 
130,481 hai | 7.46 
55629 - - 
6,390 - - 
$142,500 $93,731 6.83% 
Ny oe $229 67, 4.52% 
PMS) 758 3158 
6 12 2.24 
87,267 See. 4.28 
eee | 156 4.01 
I S57, 476 4.01 
11,818 554 4.69 
27,506 1,186 4.30 
114,835 4,923 4.29 
2,466 109 4.42 
S205 245 7.64 
120,506 Dell 4.38 
5,629 - - 
8,249 - - 
2,064 - - 
6,052 - - 
$142,500 $0;277 3.70% 
$142,500 $4,454 3.13% 
$112,800 $3,647 3.23% 
29,700 807 el. 
$142,500 $4,454 Sal ove 


1992 

Average 
balances Interest 
mes l22$ 421 
ir6 12 S77) 
13,338 620 
= LS7 
14,950 934 
30,342 3,094 
ie) 21 765 
GAGE Is 
84,280 579 
589 66 
356 42 
15,469 1,281 
16,414 1,389 
100,694 8,968 
1235356 105323 
6,774 = 
6,070 - 
$136,200 $10,323 
mG ie 57 aS. 3,413 
19,256 844 
344 14 
80,857 4,271 
4,360 218 
Ie Gaal 647 
Pic97 A 696 
DE TSG 1,561 
108,609 Sey 
1,255 79 
Sw 257, 
112,966 6,168 
6,774 - 
8.522 - 
G25 - 
6,313 - 
$136,200 $ 6,168 
$136,200 $ 4,155 
$108,500 $ 3,518 
27,700 637 
$136,200 $ 4,155 


Average 
rate 


5.46% 


9.74 
4.65 


4.53% 
3.05% 
3.24% 


pipe i) 
3.05% 


1997 

Average 
balances Interest 
Se 75625 $ 6613 
15590 all 
9,457 635 
- Al 
11,047 927 
26,708 3,073 
16,879 2,174 
36,978 3,741 
80,565 8,988 
636 78 
206 28 
14,709 1,643 
PS25 5d 1,749 
96,116 10737 
nv boy 
et lee} - 
Gel 97 - 
$130,100 S127 
$ 58,217 $ 4,709 
17,243 ey 
202 ly 
75,662 5,880 
4,154 297 
12,035 857 
10,996 890 
27,185 2,044 
102,847 7,924 
985 Sy 
2,809 271 
106,641 8,254 
9,115 = 
7,431 = 
1,220 = 
o,025 - 
$130,100 $ 8,254 
$130,100 $ 4,023 
$102,800 ns ee yan 
27,300 698 
$130,100 $ 4,023 


Average 
rate 


6.35% 
3.09% 
22370 


Pan ys 
3.09% 


a 


1990 
Average Average 
balances Interest rate 
$ 6,888 $ 666 9:67% 
1,338 183 13.68 
8,648 856 9.90 
2 qe rs 
9,986 Li 11.14 
23,740 2/28 11.49 
16,389 2,476 i Maes Ue 
625702 4,196 12.83 
(Oks 9,400 12.91 
787 109 13.85 
232 33 14.22 
14,125 1,746 12.36 
15,144 1,888 1247 
87,975 11,288 12.83 
104,849 13,066 12.46 
10,439 - = 
6,412 = - 
$121,700 $13,066 10.74% 
$532 Se 5.204 9.80% 
16,822 1322 7.86 
616 oye 8.44 
70,550 6,578 9.32 
4,049 350 8.64 
10,888 i3 1031 
10,271 1,041 10.14 
25,208 2,514 9.97 
Ios 9097 9.49 
799 68 8.51 
25023 220 10.36 
98,680 9,380 iS eo | 
10,439 _ _ 
6,492 _ = 
1,124 = _ 
4,965 - - 
$121,700 $ 9,380 eyale/o 
$121,700 $ 3,686 3.03% 
$ 96,200 $ 3,148 3.27% 
25,500 538 244 
$121,700 $ 3,686 3.03% 
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10-YEAR FINANCIAL STATEMENTS 


CONSOLIDATED BALANCE SHEET 


As at October 31 
($ millions) 
Assets 
GASIESOUNCES Ss tence ee 
SECURES) eee eee PN eee asesntes 
Loans 
Residential mortgages..cc--c--7--.--« 
Consumer instalment, 
credit card and other 
DCLSOMNAIN OAC merece ee 
Business and government loans... 


Customers’ liability under 
ACCEPLANC CS ereret cetee e eee 

Premises andieqmipmentsss ea. 

Othertassets: cae, ee oe ern eee 


Liabilities and shareholders’ equity 
Deposits 
CONSUMEESG Ae cnnseusnece caeetee eee 


Baniks ce. 8 oa ee een 


INCCEPEANICES see cacee eeerte se sesee aeeces 
Other liabilities ote eee 


Shareholders’ equity 
Capital stock 
Preferted saan eeeee eer 


§2 RoyaAL BANK OF CANADA 


1994 


1925 


io 


1991 


1990 


1989 


$ 16,449 $ 10,874 $ 10,938 $ 8,820 $ 8,763 $ 8,187 $ 10,093 


27,695 


44,086 


19,758 
51,542 


115,386 


6,205 
1975 
D5207 


$173,079 


$ 85,214 
36,422 
14,179 

135,815 
6,205 
18,993 
3,477 
164,490 


2,266 
2,910 
3,413 


8,589 


24,011 


43,738 


19,508 
53,223 


116,469 


6,302 
2,057 
5,228 


$164,941 


$ $4,696 
33,781 
11,922 
130,399 
6,302 
16,868 
3,442 


157,011 


2,248 
2,910 
LT 


J930 


16,146 


32,607 


17,928 
49,602 


100,137 


ee 
1,914 
3,421 


$138,293 


$ 67,648 
30,245 
14,329 

112,222 
5,737 
9,701 
BH127 

130,787 


1,594 
2,910 
3,002 


7,506 


13,436 


29,103 


17,290 
51,951 


98,344 


7,210 
1,924 
DA 


$132,352 


29,740 
10,950 


105,022 
7,210 
9,282 
3,076 


124,590 


iia 
D6 
5375 


9,449 


253/393 


16,826 
50,135 


92,694 


10,369 
1,800 
2,863 


$125,938 


7,989 


22,530 


15,612 
45,097 


83,239 


10,701 
1,509 
3,035 


$114,660 


$ 64,332 $ 60,577/$ 53,851 
27335. 2504) 
11,256 10,093 
99,168 89,186 
10,369 10,701 
7.648 6.872 
2,299 2,118 
119,484 108,877 

1,146 4,151 
2,450 2,309 
2,858 2,323 
6,454 5,783 


776) 


1988 1987 1986 
$ 13,810 $14,908 

8.872 8,586 10,244 
19,502 16,184 12,510 
14,187 11,744 10,120 
44,092 41,365 43,304 
77,781 69,293 65,934 
9539 7,226 5,438 
1.335) 91.253) "ilies 
2,434... 2.002 15945 
$110,054 $102,170 $99,607 
$ 46,701 $ 42,530 $41,031 
27,924 28.021 26,003 
12,6139 15,260. 7016 
87238 B5o1t  S4ne 
9539 7,226 5,438 
6,190 3,248 3,186 
2,000 1,521 2,068 
104,967 97,806 94,945 
"954 012 1,005 
1,961 sm 545) 93 
2,172 1,807 2,444 
5,087 4,364 -4,662 
$99,607 


$173,079 $164,941 $138,293 $132,352 $125,938 $114,660 $110,054 $102,170 


1985 


$14,992 
10,490 


9,939 


9,245 
44,647 


63,831 


4.137 
1,028 
1,539 


$96,017 


$38,953 
25,658 
18,932 


83,543 
4137 
2,420 
1,749 


91,849 


877 
962 
2,329 


4,168 
$96,017 


CONSOLIDATED STATEMENT OF INCOME 


For the year ended October 31 


($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 1985 
Interest income 

© CMETIIS so Seay $8,954 $8,175 $8,968 $10,737 $11,287 $10,047 $7,915 $6,769 $7,061 $7,124 
LPL CES aa a 1,304 1,174 869 854 021 D7 il 706 785 856 THM 
Mee POSITS WIEN. DANKS .....0.50c0ecesdeeseee- 479 321 421 613 666 676 704 881 1,094 13371 


10,737 9,670 10,258 12,204 12,974 11,694 D325 8,435 9,011 9,266 
Interest expense 


DO SOSTES os) As ae eee ZA 4,923 5,832 7,924 2092 VID 5,871 5,304 5,976 6,564 
Subordinated debentures................ 268 245 DSi al 220 206 142 136 172; 147 
CONSE totale a eee 280 109 VS 59 68 91 31 42 38 3Y 

6,069 Del) 6,168 8,254 9,380 8,069 6,044 5,482 6,186 6,750 
Net interest income .................00see0 4,668 4,393 4,090 IPS) 3,594 3,625 3,281 Veo S| 2,825 Mees 
Provision for credit losses............... 820 1,750 2,050 605 420 1,380 750 900 975 685 

3,848 2,643 2,040 3,345 3,174 2,245 Mol MADSS 1,850 1,831 
BPRS TAVINCUMIE oo soilscoes ca ncclecencsesss 2,697 2,097, 1,941 P50) ILO5) 1,538 1,270 1,062 $31 743 


6,545 4,740 3,981 3095 4,829 3,783 3,801 Spill) 2,681 2 VA 
Non-interest expenses 


MV ATINEESOULCES 25 <.cc.0<cneesesaccssoetsa 2,675 22310 2,160 22072 1,889 1,706 1,467 15327 1,254 1,180 
Pee IP ANICY sete cadesccse canes caceseskelsaiee’ 478 418 400 364 307 276 259 227) 209 186 
RERMRIAPMANCIN Gaccceccd<scc.c-tesmnvueaseesdseoesss 460 396 377 335 287 238 204 181 168 140 
GCMIMUNICATIONS Avis teri easdeess 469 392 387 378 367 324 268 228 213 iy 
Pes POUCOUIIUIG ..-.concrsn>snasseysee'ascserees - 410 130 - - - = - = - 
OO EE nce hatter Soe cn 602 490 464 452 450 391 352, 364 328 250 

4,684 4,416 3,918 3,601 3,300 D935 250) DRI Avs 1,948 
Net income before income taxes..... 1,861 324 63 1,494 529 848 ieee 788 509 626 
Bete VUE AN CS, .c vaSsekon<tancasecsnoacesceds's 655 (5) (65) 495 oy) 305 530 273 54 170 


Net income before non-controlling 
MEG ECSU Metter cs ceene ses iecees sussasens 1,206 822 128 999 974 543 24 SiED) 455 456 


Non-controlling interest in net 
income of subsidiaries.............. 37 29 Dal 16 9 14 2) 3 3 2 


Net income before special 


provision for losses ...............:00+ 1,169 300 107 983 965 529 712. 512 452 454 
Special provision for losses............. - - - - - - - (800) - - 
Net income (loss) 42169 $9300 [$1076 983) "S$ 965 $5529" Se 95288) Fah e452 8S 454 
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 


For the year ended October 31 


($ millions) 1994 (D293 1992 1991 1990 1989 1988 1937, 1986 1985 
Capital stock 
Balance at beginning of year .......... $5,158 — $4,504 $4,387 $3,596 — $3,460: £°$2,915 $2557 $25218. 915839 ae 
Issue or preterted sharess...1.c.0sc.0 - 612 - 526 - 400 - - 150 - 
Issue of Common shares nc c-nsttee: - - 184 276 141 348 416 S52 234 192 
Preferred shares converted ............+ - - - - - (187) (44) ~ - - 
Preferred shares redeemed and 

purchased for cancellation.......... - = (102) (5) (4) (11) (5) (5) (4) (4) 
Translation acyustmentt cay sce-ee 18 42 35 (6) (1) (5) (9) (8) y 5 
Balance at end of year $5,176 — $5,158 $4,504 $4,387 $3,596. $3460 $2,915" $2)557 S22 Seine 
Retained earnings 
Balance at beginning of year .......... $2,772 ~ $3,002 $3,375 $2;858 $2,323°5 $2172" $1807 $2444" 987 320 
Net incometloss) teeeasesnct tee cee 11169 300 107 983 965 522 Ad (288) 452 454 
Dividends= preferredts.52-7..--..- (168) (154) (1:23) (103) (96) (65) (80) (79) (76) (72) 

= COMMON Hee Ae (364) (364) (361) (35:2) (337) (313) (266) (236) (205) (196) 

IMCOMECAKES eee ee cere - - - - - - - (29) (35) ay 
Expense of sire issues 1. ..c.1 3 - (11) - (8) - (6) - - (3) - 
Unrealized foreign currency 

translation gains and losses ........ 4 (1) 4 (3) 5 6 (1) (5) (18) (4) 
Balance at end of year $3,413 $2,772 $3,002 $3,375 $2;858 $2;323 $2,172 $1,807 °$2,44455Ng2ee 22 
Shareholders’ equity at end of year $8,589 $7,930 $7,506 $7,762 $6,454 $5,783 $5,087 $4,364 $4,662 $4,168 


UARTERLY HIGHLIGHTS OF EARNINGS 


(As a percentage of average assets, 
taxable equivalent basis) 1994 1995 


Q4 Q3 Q2 Q1 OF Q3 Q2 Ql 
Netinterest income se. eee 2.87 Jon 2 O70F we 2e/8 0) woo 6 3.08%: . 3.01% ~— 3.0976 aes ave 
Provision forcreditlosses.....0.-< (.48) (.49) (.50) (.50) (2.68) (.74) (.52) (.85) 
239 2.29 228 2.38 40 Paani Deo 2.48 
Ofherincome.. a... oy! 1.56 1.66 1.68 SO 2 1.54 1.36 
3.96 3.85 3.94 4.06 1.90 ely) 4.08 3.84 
INOn-interest expensesmesees se (2.80) (2.76) (2.81) (2.85) (3.94) (2.80) (2.88) (2.70) 
1.16 1.09 1.13 121 (2.04) 9 120 1.14 
Income LaKescwe en. eee (.43) (ed) (.42) (.47) a) (.34) (.46) (.40) 
Non-controlling interest in net 
income ok subsidiarics:..7.-5 eee (.02) (.02) (.04) (.02) (.02) (.03) (.02) (.01) 
Return on assets Ao .70% 67% 72% (tLe, ee e270 72% 73% 
Return on assets after preferred 
dividends 61% 60% Ee 62% (U22)o 5 176 oe 64% 
Net interest income ($ millions) 915222) {G11 7a es G0 es 1194 GU TCOF S108 510505 1154 
Net income (loss) ($ millions) § 302: $294 G73 B00 Oo (AQ0I sour 22 3m ah 243-8 S$ 254 
Average assets ($ billions) $168.7 $167.1 $166.7 $164.6 $150.52 9142.6099109.3 $137.4 
Earnings (loss) per common share $0.83 2S) 0:80" $0174 $082 $ (1.47) $0.58 $064 § 0.71 
Dividends per common share $2029 ee Se. 29a) 20m ns 029 $50.29 S099 S095 5 029 
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10-YEAR SELECTED STATISTICAL DATA 


1994 1995 1992 


1991 1990 1989 1988 1987, 1986 1985 


Revenue and expenses as a percentage of 
average assets (taxable equivalent basis) 


Average assets ($ millions) 
iecanterest income (1)................... 


$166,700 $142,500 $136,200 $130,100 $121,700 $112,700 $104,300 $100,400 $97,700 $92,300 


nt 283 or 3.13%. 93.05% 3.09% ~ 3.03% 3.30 Foe © Mol 2 om OS: 09Gote w 307 Zouk 123926 
Provision for credit losses .............. (.49) (123) (ie 2) (.47) (.35) (0.22) (572) (.90) (1.00) (.74) 
2.34 1.90 1.54 DSI 2.68 2.08 2.50 rly CROW: 2.18 
MPR TINCOINIC oc .ios<ceceeccessedevasesessess 1.62 1.47 1.43 11339) 1.36 1.36 ee 1.06 85 80 
3.96 33/ DDT bea 4.04 3.44 BadD BMS Jysohl 2.98 
Non-interest expenses ...c.scesesssesseees (281) (310) 288). 7) RD 7a eo te . oiyee 2 nn) ed 
1.15 shill 09 | 20 11,33) 83 1.28 298 70 87 
MMe MCTEAKES (Loo. 5i3i.dihcsteecehsscceone (.43) (.04) - (.44) (533) (OM) (.59) (.42) (.23) (.37) 
Non-controlling interest in net 
income of subsidiaries ................ (.02) (.02) (.01) ~ (.01) (.01) (.01) - (.01) (.01) 
Return on assets 70% 21% 08% 76% 79% A7% 68% Elio 46% AION 
Return on assets after preferred 
dividends .60% 10% (.01)% 68% Paleo 41% 61% 43% 38% 41% 
Common share information (2) 
Shares outstanding (thousands) (3) 314,155 314,155 314,155 306,460 293,267 286,674 265,300 236,010 213,044 198,854 
Earnings (loss) per share (4)........... $3.19 $0.46 $(0.05) $2.92 $3.00 $1.64 $2.52 $1.89 $1.84 $1.96 
Dividends per share ............s.s000000+ $1.16 $1.16 $1.16 $1.16 $1.16 $1.10 $1.04 $1.01 $1.00 $1.00 
Common share price (5) High........ $31.88 $28.88 $29.00 $27.50 $25.69 $24.38 $18.25 $19.44 $17.63 $16.19 
POW sccccoees $25.13) 622.00) $2150" =920550" "$1975." 9S16.88e" $13. 0om «12 St 2613. mrGlo 5 
Close....... 928.38)" $2425" -$24:13)- =$27.00 1$2075e-9 $2405 $18.00. 4$13.88 $16.63) $15.75 
OSS TELTON GS ae $2013. $15:09 * Sis782) $1991 $1810) Sie 16 8 S15 53— = S14 206" $1707) 16.55 
Price/earnings multiple (7) ............. 8.9 - - 8.2 7.6 125 6.2 8.5 8.5 125 
vidend yield (8) ...........0:e.seecccess 4.1% 4.6% 4.6% 4.8% dal Yo 5.3% 6.6% 6.3% 6.4% 6.7% 
Dividend payout ratio (9) ...........66 36.4% - - 40.0% 38.8% 67.4%. “A21%. S45% 54.5%" 5153% 
mcrmmuom equity (10) <.scccccccseessacss 16.8% 2.4% (O13\%o = 15.5% 175% 10.1% 17.2% 11.5% 10.9% 12.4% 
Capital ratios ($ millions) (11) 
BPEMIRCADICA Ni ercrssecccaciecncncsisucabeccsesis $ 7,660 $ 6,910 §$ 6,740 $ 6,938 $5,712 $5,096 $4,232 
EECA ICAL. .c..cssssaseescececcssonseccnce 3,865 4,031 3,743 3,748 MASS: Meare DROSS 
Total capital $11,525 $10,941 $10,483 $10,686 $8,525 $7,634 $6,615 
Total risk-adjusted assets $120,158 $117,043 $114,298 $113,975 $115,035 $106,218 $99,801 
Tier 1 capital to risk-adjusted 
SSS GTIS on Stig Sst A ae 6.4% 5.9% 5.9% 6.1% 5.0% 4.8% 4.2% 
Tier 2 capital to risk-adjusted 
ESSE LS caanminadassnorceneneeencece ee MAE eases Sin 3.4 Shs 353: 2.4 2.4 2.4 
Total capital to risk-adjusted assets 9.6% 9.3% 9.2% 9.4% 7.4% 7.2% 6.6% 
Other information 
Number of employees (12)............. 49,208 52,745 49,628 50,547 50,106 47,989 46,096 42,839 43,229 41,951 
Automated banking machines........ 3,948 Speke! 3,828 SOS)! 3,142 2,334 1,632 W337 LAO 898 
Service delivery units 
OME SE Cnet tay aad tnt vescsleceanes 1,596 1731 1,661 1,645 1,617 1,560 iL ils 1,467 1,442 1,439 
MGermationaltd Si cist...<s..ceecacesee o7, 95 83 102 48 47 47 50 54 55 
Total 1,693 1,826 1,744 1,747 1,665 1,607 1,560 Heoyit 7 1,496 1,494 
Notes 
(1) Net interest income and income taxes are presented on a taxable equiva- (8) Dividends per common share divided by the average of high and low 
lent basis. share price. 


(2) Common shares were split on a 2 for 1 basis in February 1990 and all 
related data has been restated accordingly. 

(3) At October 31. 

(4) Income and earnings per share figures for 1987 are stated before the 
special provision for losses on country lending. Adjusting these figures 
for the special provision results in a loss of $1.60 per share. 

(5) High and low price of common shares traded on the Toronto Stock 
Exchange during the year and the closing price on the last trading day of 
October. 

(6) Common shareholders’ equity divided by common shares outstanding at 
October 31. 

(7) Average of high and low common share price divided by earnings per 
share. The multiples for 1993 and 1992 are not meaningful. 


(9) Common dividends as a percentage of net income after preferred divi- 
dends. The ratios for 1993 and 1992 are not meaningful. 

(10) Net income after taxes less preferred share dividends, divided by 
average common shareholders’ equity. 

(11) Commencing October 31, 1988, the bank has calculated its capital 
ratios in accordance with the capital adequacy guideline of the 
Superintendent of Financial Institutions Canada. 

(12) Full-time equivalent. 

(13) International service delivery units since 1991 include (in addition to 
branches) representative offices, agencies and subsidiaries. 
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PRINCIPAL SUBSIDIARIES 


Name 


Royal Bank Mortgage Corporation*** 


Royal Trust Corporation of Canada*** 


The Royal Trust Company 


RBC Insurance Holdings Inc. 


Voyageur Insurance Company 


Royal Bank Export Finance Co. Ltd. 


Royal Bank Capital Corporation 


UB&S Holdings Limited 


Royal Bank Investment Management Inc. 


RT Capital Management Inc.*** 
Royal Mutual Funds Inc. 


Royal Bank Investor Trading Inc. 
Royal Bank Holding Inc. 


RBC Dominion Securities Limited 


RBC Dominion Securities Inc. 


RBC Dominion Securities Corporation 
DS Marcil Partnership 
Royal Bank Realty Holdings (RBLI) Inc. 
Royal Bank Realty Inc. 
R.B.C. Holdings (Bahamas) Limited 


Royal Bank of Canada Trust Company (Bahamas) Limited 


Multinational Services (Cayman) Limited*** 


Finance Corporation of Bahamas Limited 


Royal Bank of Canada (Asia) Limited 
Investment Holdings (Cayman) Limited 
Royal Bank of Canada (Barbados) Limited 
Royal Bank of Canada Reinsurance (Cayman) Limited 


Royal Bank of Canada Insurance Company Ltd. 


RBC Holdings (USA) Inc. 
Royal Bank of Canada Financial Corporation 


Atlantis Holdings Limited 
RBC Finance B.V. 


Royal Bank of Canada S.A. 
Royal Bank of Canada (Suisse) 
Royal Bank of Canada AG 
RBC Holdings (Guernsey) Limited 
Royal Bank of Canada (Channel Islands) Limited 
Royal Bank of Canada (Jersey) Limited 
Royal Bank of Canada Holdings (U.K.) Limited 
Chancellor Investments Limited 
Royal Bank of Canada Europe Limited 
Royal Bank of Canada (IOM) Limited 
RBC Investment Management (Asia) Limited 
Royal Trust Bank (Asia) Limited* ** 


Carrying value Percentage of 

of voting shares voting shares 
Principal office owned by owned by 
address* the bank** the bank 
Montreal, Canada Seo15 100% 
Toronto, Canada 766 100 
Montreal, Canada 149 100 
Brampton, Canada By 100 
Brampton, Canada 100 
Toronto, Canada 5 100 
Toronto, Canada 2A 100 
Toronto, Canada 18 100 
Toronto, Canada 100 
Toronto, Canada 1 100 
Toronto, Canada » 100 
Richmond Hill, Canada - 100 
Toronto, Canada 6,858 100 
Toronto, Canada be 
Toronto, Canada 73 
New York, U.S.A. 73 
Toronto, Canada a4 
Montreal, Canada 100 
Montreal, Canada 100 
Nassau, Bahamas 100 
Nassau, Bahamas 100 
George Town, Grand Cayman 100 
Nassau, Bahamas 1 
Singapore 100 
George Town, Grand Cayman 100 
Bridgetown, Barbados 100 
George Town, Grand Cayman 243 100 
Bridgetown, Barbados 100 
New York, U.S.A. 252 100 
Bridgetown, Barbados 3 100 
Bridgetown, Barbados 306 100 
Amsterdam, Netherlands 801 100 
Paris, France 100 
Geneva, Switzerland 100 
Frankfurt, Germany 100 
Guernsey, Channel Islands 100 
Guernsey, Channel Islands 100 
Jersey, Channel Islands 100 
London, England 100 
London, England 100 
London, England 100 
Isle of Man 100 
Hong Kong 22 100 
Singapore - 100 


“The subsidiaries are incorporated under the laws of the country in which the principal office is situated, except for UBS Holdings 

: Limited incorporated under the laws of Ontario, and RBC Holdings (USA) Inc. incorporated under the laws of Delaware. 
ra “The carrying value (in millions of dollars) of voting shares is stated at the bank’s equity in such investments. 
***The above-mentioned five subsidiaries have outstanding non-voting shares of which the bank, directly or indirectly, owns 100%. 
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GLOSSARY OF FINANCIAL TERMS 


ALLOWANCE FOR CREDIT LOSSES 

The amount deemed adequate by management to absorb 
anticipated credit-related losses in the portfolio of loans, accep- 
tances, guarantees, letters of credit and deposits with other banks 
and derivatives. The allowance is increased by specific provisions, 
the country risk provision and general provisions. It is reduced by 
write-offs net of recoveries and by losses realized on sales and 
exchanges of LDC loans. 


ASSETS UNDER ADMINISTRATION 

Assets administered by a financial institution which are bene- 
ficially owned by clients and are therefore not reported on the 
balance sheet of the financial institution. Services provided in 
respect of these assets are of an administrative nature, such as safe- 
keeping of securities, collection of investment income, settlement 
of purchase and sale transactions and record-keeping. 


ASSETS UNDER MANAGEMENT 

Assets managed by a financial institution which are benefi- 
cially owned by clients and are therefore not reported on the 
balance sheet of the financial institution. Services provided in 
respect of these assets include the selection of investments and the 
provision of investment advice. Assets under management may 
also be administered by the financial institution. 


BANKERS’ ACCEPTANCE 

A bill of exchange or negotiable instrument drawn by the bor- 
rower for payment at maturity and accepted by a bank. The accep- 
tance constitutes a guarantee of payment by the bank and can be 
traded in the money market. The bank earns a “stamping fee” for 
providing this guarantee. 


Basis POINT 
One one-hundredth of a percentage point. 


Braby BoNnDs 

Securities issued under the terms of the so-called “Brady 
Plan”, named after former U.S. Treasury Secretary Nicholas 
Brady. Brady bonds, which may be secured in whole or in part by 
U.S. Treasury bonds, are issued by less developed countries in 
exchange for loans payable to commercial banks. 


CAPITAL RATIOS 

The percentage of risk-adjusted assets supported by capital, 
as defined by the Office of the Superintendent of Financial 
Institutions under the framework of risk-based capital standards 
developed by the Bank for International Settlements (BIS). TIER 1 
CAPITAL consists of common shareholders’ equity, non-cumulative 
preferred shares and non-controlling interest in subsidiaries less 
goodwill. TreR 2 CAPITAL consists of other preferred shares and 
subordinated debentures at amortized values less investments in 
associated corporations. TOTAL REGULATORY CAPITAL is the sum 
of Tier 1 and Tier 2 capital. 


COMMITMENTS TO EXTEND CREDIT 

Credit facilities available to clients either in the form of loans, 
bankers’ acceptances and other on-balance sheet financing, or 
through off-balance sheet products such as guarantees and letters 
of credit. 


CURRENCY AND INTEREST RATE SWAPS 

A type of derivative which obliges two parties to exchange 
currencies and/or the related interest flows (e.g. fixed rate for 
floating rate) on a specified notional principal for a specified 
period. 


DERIVATIVES 

A derivative is a contract whose value is “derived” from inter- 
est rates, foreign exchange rates, or equity or commodity prices. 
Use of derivatives allows for the transfer, modification, or reduc- 
tion of current or expected risks, including interest rate, foreign 
exchange and other market risks. The most common types of 
derivatives include interest rate and currency swaps, foreign 
exchange forward contracts, foreign currency and interest rate 
futures, forward rate agreements and foreign currency and interest 
rate options. Derivatives can be transacted either through orga- 
nized exchanges or over-the-counter agreements. 


DOCUMENTARY AND COMMERCIAL LETTERS OF CREDIT 

Written undertakings by a bank on behalf of its customer 
(typically an importer), authorizing a third party (e.g. an exporter) 
to draw drafts on the bank up to a stipulated amount under spe- 
cific terms and conditions. Such undertakings are established for 
the purpose of facilitating international trade. 


EARNINGS PER SHARE (EPS) 
EPS is net income, less preferred share dividends, divided by 
the average number of common shares outstanding for the period. 


FOREIGN CURRENCY AND INTEREST RATE FUTURES 

A type of derivative which creates an obligation to buy or sell 
a foreign currency or a financial instrument on a future date at a 
specified price established on a commodity exchange. 


FOREIGN CURRENCY AND INTEREST RATE OPTIONS 

A type of derivative in which the writer grants the purchaser 
the right, but not the obligation, either to buy (call option) or sell 
(put option) at or by a set date, a set amount of foreign currency or 
a financial instrument at a set price. 


FOREIGN CURRENCY TRANSLATION GAIN/LOSS 

The unrealized gain or loss recorded when assets or liabilities 
denominated in foreign currencies are translated into Canadian 
dollars on the balance sheet date at prevailing rates which differ 
from those rates in force at inception or on the previous balance 
sheet date. 
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FOREIGN EXCHANGE SPOT AND FORWARD CONTRACTS 

A ForEIGN EXCHANGE FORWARD CONTRACT, which is a type 
of derivative, is a commitment to buy or sell a fixed amount of 
foreign currency on a future specified date at a set rate of 
exchange. A FOREIGN EXCHANGE SPOT CONTRACT is a commit- 
ment to buy or sell a fixed amount of foreign currency for delivery 
within two business days of the contract date. 


FORWARD RATE AGREEMENT (FRA) 

A type of derivative which obliges two parties to make a cash 
settlement at a future date for the difference between a contracted 
rate of interest and the current market rate, based on a notional 
principal amount. When used as a hedge, an FRA protects against 
future movements in market interest rates. 


GUARANTEES AND STANDBY LETTERS OF CREDIT 

Primarily represent irrevocable assurances that a bank will 
make payments in the event that its customer cannot meet its 
financial obligations to third parties. Certain other guarantees rep- 
resent non-financial undertakings such as bid and performance 


bonds. 


HEDGE 

A risk management technique to insulate financial results 
from market, interest rate, or foreign currency exchange risk 
(exposure) arising from normal banking operations. The elimina- 
tion or reduction of such exposures is accomplished by establish- 
ing offsetting positions. For example, assets denominated in 
foreign currencies can be offset with liabilities in the same curren- 
cies or through the use of foreign exchange hedging instruments 
such as futures, options, or foreign exchange contracts. 


Less DEVELOPED COUNTRY (LDC) 

A country whose economy is generally less developed than an 
industrialized country. The Superintendent of Financial Insti- 
tutions Canada requires that a minimum 35% provision for loan 
loss be maintained in respect of the aggregate exposures to 52 such 
countries that have restructured or experienced difficulties in ser- 
vicing all or part of their external debt to commercial banks. 


LIQUIDITY OR LIQUID ASSETS 
Assets that are held in cash or in a form that can be converted 
to cash readily, such as deposits with other banks and securities. 


LONDON INTER-BANK OFFERED RATE (LIBOR), 
Brp RaTE (LIBID) AND MEAN RATE (LIMEAN) 

The interest rates at which banks offer to lend funds (LIBOR) 
and purchase funds (LIBID) in the international inter-bank market. 
The average of the LIBOR and LIBID is referred to as the LIMEAN. 
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Mark-TO-MARKET 
Valuation at market rates, as of the balance sheet date, of 
securities purchased for trading purposes and derivatives. 


MISMATCHES 

A mismatch arises when the average remaining maturity of 
assets in a portfolio differs from that of liabilities. Interest rate 
exposure results, since a change in interest rates affects asset yields 
and liability costs at different times. Also referred to as gap posi- 
tions or interest rate sensitivity gaps. 


Net INTEREST INCOME 

The difference between what a bank earns on assets such as 
loans and securities and what it pays on liabilities such as deposits 
and subordinated debentures. Called Net INTEREST MARGIN 
when expressed as a percentage of average total assets. 


Non-AccruaL LOAN 

A loan placed on a cash basis (i.e. interest income is only rec- 
ognized when cash is received) because, in the opinion of manage- 
ment, there is reasonable doubt regarding the collectibility of 
principal or interest. Loans other than credit card balances are 
automatically placed on a cash basis when a payment is 90 days 
past due, unless the loan is well secured and in the process of col- 
lection. All loans are classified as non-accrual when a payment is 
180 days in arrears. 


NOTIONAL PRINCIPAL 
The contract amount used as a reference point to calculate 
payments for derivatives. 


OFEF-BALANCE SHEET FINANCIAL INSTRUMENTS 

A variety of products offered to customers which fall into two 
broad categories: (i) credit-related arrangements which provide 
customers with liquidity protection, and (ii) derivatives which 
provide customers with protection against interest rate, foreign 
exchange and other market risks. A bank uses certain of these 
derivatives to manage its own exposures to such risks. 


PROVISION FOR CREDIT LOSSES 

A charge to income which is added to the allowance for credit 
losses. SPECIFIC PROVISIONS are established to reduce the book 
value of specific assets (primarily loans) to estimated realizable 
values. A COUNTRY RISK PROVISION is established for possible 
losses on aggregate loans to a group of 52 less developed countries 
designated by the Superintendent of Financial Institutions 
Canada. GENERAL PROVISIONS are established for anticipated 
losses on aggregate exposures including those in particular indus- 
tries or geographic regions (excluding LDCs) where credit losses 
cannot yet be determined on an individual facility basis. 


RETURN ON ASSETS (ROA) 

Net income expressed as a percentage of average total assets. 
Used, along with ROE, as a measure of profitability and as a basis 
for intra-industry performance comparison. 


RETURN ON EQUITY (ROE) 
Net income, less preferred share dividends, expressed as a per- 
centage of average common shareholders’ equity. 


REVOLVING UNDERWRITING FACILITIES (RUFS) 
AND NOTE ISSUANCE FACILITIES (NIFS) 

REVOLVING UNDERWRITING FACILITIES are arrangements 
whereby a customer issues short-term notes supported by an under- 
taking by a bank that if the customer is unable to issue the notes at 
a predetermined price, the bank will buy them at a prescribed price 
or guarantee the availability of funds by providing standby credit. 
Note IssuANCE FACILITIES are similar to RUFs except that the 
bank underwrites only on a “best efforts basis” with no undertak- 
ing to buy unsold notes or make funds available. 


RIsk 

Banking involves a number of different risks. CREDIT RISK 
refers to the possibility that counterparties to financial instruments 
transacted with a bank will be unable to discharge their obligations 
under the instruments and cause the bank to suffer a loss. 
LIQUIDITY RISK refers to potential demands on a bank for cash 
resulting from commitments to extend credit, deposit maturities 
and many other transactions. MARKET RISK refers to possible losses 
resulting from price changes, such as a decrease in the value of a 
portfolio of common shares. INTEREST RATE RISK refers to possible 
losses resulting from changes in interest rates. Rising interest rates 
could, for example, increase funding costs and reduce the net inter- 
est income earned on a fixed yield mortgage portfolio. FOREIGN 
EXCHANGE RISK refers to possible losses resulting from exchange 
rate movements. A foreign currency devaluation, for example, 
could result in losses on an overseas investment. Interest rate, 
foreign exchange and other market risks are hedged as far as is prac- 
tical using a variety of financial instruments. OPERATIONAL RISK 1s 
the potential for loss caused by a breakdown in procedures in trans- 
action processing, risk management and reporting. 


RisK-ADJUSTED ASSETS 

Used in the calculation of risk-based capital ratios. The face 
amount of lower risk assets is discounted using risk weighting 
factors in order to reflect a comparable risk per dollar among all 
types of assets. The risk inherent in off-balance sheet instruments is 
also recognized, first by adjusting notional values to balance sheet 
(or credit) equivalents, and then by applying appropriate risk 
weighting factors. 


SECURITIES LENDING 

Transactions in which a bank acts as an agent for the owner of 
a security, who agrees to lend the security under the terms of a pre- 
arranged contract to a borrower for a fee. The borrower must fully 
collateralize the security loan at all times. There are two types of 
securities lending arrangements, lending with and without credit or 
market risk indemnification. In securities lending without indemni- 
fication, the bank bears no risk of loss. For transactions in which 
the bank provides an indemnification, risk of loss occurs if the bor- 
rower defaults and the value of the collateral declines concurrently. 


SECURITIZATION 

Traditional bank assets, such as loans and mortgages, may be 
sold to an entity which raises funds by issuing negotiable securities. 
The beneficial ownership of the assets is thereby shared among a 
large number of smaller investors. Transfers of assets in which the 
purchaser is entitled to receive payment from the seller in certain 
circumstances, such as failure to collect the assets in full, are 
referred to as sales with recourse. 


SUBORDINATED DEBENTURES 

Unsecured obligations of a bank which are subordinated in 
right of payment to the claims of depositors and certain other cred- 
itors. Convertible debentures can be exchanged for shares at the 
option of the holder, the issuer, or both. 


TAXABLE EQUIVALENT ADJUSTMENT 

An addition to interest income in order to gross up the tax- 
exempt income earned on certain securities (primarily loan substi- 
tute securities) to an amount which, had it been taxable at the 
statutory rate, would result in the same after-tax net income as 
appears in the financial statements. The gross-up of such income to 
a taxable equivalent basis permits a uniform measurement and 
comparison of net interest income. 
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SHAREHOLDER INFORMATION 


Corporate Headquarters 


Street Address: 1 Place Ville Marie 
Montreal, Quebec, 
Canada 

Telephone: (514) 874-2110 

Fax: (514) 874-7197 

Telex: 055-61086 


Mailing Address: Royal Bank of Canada 
P.O. Box 6001 
Montreal, Quebec 
Canada, H3C 3A9 


Stock Exchange Listings 


(Symbol: RY) 
Common shares listed on: 


Canada: Montreal, Toronto, Vancouver, 
Winnipeg and Alberta Stock 
Exchanges 


Switzerland: Basel, Geneva and Zurich 
Stock Exchanges 


U.K.: London Stock Exchange 


° 
All Preferred shares, except Series C and D, 
are listed on the Toronto and Montreal Stock 
Exchanges. Preferred shares Series C and D 
are listed on the Alberta Stock Exchange. 


Certain deposit notes and subordinated 
debentures are listed on the London and 
Luxembourg Stock Exchanges and are 
quoted on Reuters. 


Usual Dividend Dates 


Record Payment 

dates dates 
Common shares and Jan. 24 Feb. 24 
Preferred shares Apr. 24 May 24 
Benes 1B. (CID) Tab I Jul. 24 Aug. 24 
Jandk Oct. 24 Noy. 24 


Preferred shares Second week Last trading 
of Jan., Apr, day of Jan., 
Jul. and Oct. Apr, Jul. 


and Oct. 


series F and G 


Preferred shares Last trading 12th day 


series E day of each of the 
month following 
month 
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Valuation Day Price 


For capital gains purposes, the Valuation 
Day (December 22, 1971) cost base for the 
bank’s common shares, adjusted for prior 
stock splits, is $7.38 per share. 


Transfer Agent and Registrar 


MAIN AGENT 
Montreal Trust Company of Canada 


Mailing Address: P.O. Box 890, 
Station “B” 
Montreal, Quebec 
Canada, H3B 3K5 


Street Address: 1800 McGill College 
Avenue 
Montreal, Quebec 
Canada, H3A 3K9 
Telephone: (514) 982-7555 
Fax: ($14) 982-7635 
Telex: 055-61286 


Co-TRANSFER AGENTS (CANADA) 
Montreal Trust Company of Canada 


Halifax, Nova Scotia 
1690 Hollis Street 
P.O. Box 2187 

B3J 3C5 


Toronto, Ontario 
151 Front Street W. 
8th Floor 

M5J 2N1 


Calgary, Alberta 
411 - 8th Avenue S.W. 
T2ZP AE, 


Regina, Saskatchewan 
1778 Scarth Street 
S4P 2G1 


Winnipeg, Manitoba 
221 Portage Avenue 
P.O. Box 369 
R3C2]i 


Vancouver, British Columbia 
510 Burrard Street 
V6C 3B9 


Co-TRANSFER AGENT 
(UNITED KINGDOM) 


The Royal Bank of Scotland plc 


Securities Services — Registrars 
P.O. Box No. 82, Caxton House 
Redcliffe Way, Bristol, England 
BS99 7NH 


Institutional Investor, Broker and 
Security Analyst Contact 


Institutional investors, brokers and security 
analysts requiring financial information 
should contact the Manager, Investor and 
Shareholder Relations, by writing to the 
bank’s corporate headquarters, or by calling 
(514) 874-5022 or by faxing (514) 874-7197. ‘ 


Shareholder Contact 


For change of address, dividend information 
and estate transfers, shareholders are 
requested to call the bank’s transfer agent, 
Montreal Trust Company at (514) 982-7555, 
or to write to them at their mailing address. 


Other shareholder inquiries may be directed 
to our Shareholder Relations Department, by 
writing to the bank’s corporate headquarters 
or by calling (514) 874-5012. 


Shareholders may have their dividends 
deposited directly to a bank account at any 
financial institution that is a member of the 
Canadian Payments Association. To arrange 
for this, please write to Montreal Trust 
Company of Canada at their mailing address. 


Duplicate Annual Reports 


Some registered holders of shares of the 
bank might receive more than one copy of 
shareholder information mailings such as 
this Annual Report. While every effort is 
made to avoid duplication, if securities of 
the same class or series are registered in dif- 
ferent names or addresses, multiple copies 
are forwarded. Shareholders receiving more 
than one copy are requested to write to our 
Shareholder Relations Department, at the 
bank’s corporate headquarters, so that 
arrangements may be made to avoid dupli- 
cate mailings. 


Annual Meeting 


Shareholders are invited to attend Royal Bank 
of Canada’s Annual Meeting of common 
shareholders to be held at 10:30 a.m. on 
January 26, 1995 at the Sheraton Centre 
Hotel, Toronto, Ontario. 


Information concerning Royal Bank and its 
activities in Canada and abroad may be 
obtained from the Public Affairs Depart- 
ment, at the bank’s corporate headquarters. 
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